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Financial Highlights

Financrar HIGHLIGHTS
(dollars in thousands, except per share data )

Years.ended. December. 3. u i 2Q0% i zXoloT NI X o o NIRRT 200 e, 2000
Total revenues $ 4,512,235 $ 3,630,108 $ 2,566,084 $§ 1,941,797 $ 1,781,287
Net premiums written 4,266,361 3,670,515 2,710,490 1,858,096 1,506,244
Net investment income 291,295 210,056 187,875 195,021 210,448
Service fees 109,344 I0I,715% 86,095 75,771 68,049
Net income (loss) 438,105 337,220 175,045 (91,546) 36,238
Net income (loss) per common share:

Basic §.22 4.06 2.29 (1.39) 0.63
Diluted 4.97 3.87 2.21 (1.39) 0.62
Return on common stockholders’ equity 26.0% 25.3% 18.4% (11.2%) 6.1%

At year end

Total assets $ 11,451,033

$ 9,334,685 § 7,031,323 $§ 5,633,509 $ 5,022,070

Total investments 8,341,944 6,480,713 4,663,100 3,607,586 3,112,540
Reserve for losses and loss expense §,449,611 4,192,091 3,167,923 2,763,850 2,475,805
Stockholders’ equity 2,109,702 1,682,562 1,335,199 931,595 680,896
Common shares outstanding (in thousands) 84,273 83,538 82,835 74,792 57,726
Commeon. stockhalders’. equiry. per.share. ..o 250983 e b X o 70 7 B =30 - O L2e4S ereeneecennrenn 1L.79
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Growth: +2,507%
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RELATIVE STock PrRicE PERFORMANCE
W. R. Berkley vs. S&P 500 over the past 20 years




At A Glance

W. R. Berkiey Corporation, founded in 1967, is one of the nation’s premier commercial lines property casualty
insurance providers. Each of the operating units in the Berkley group participates in a niche market requiring
specialized knowledge about a territory or product. Our competitive advantage lies in our long-term strategy of
decentralized operations, allowing each of our units {o identify and respond quickly and effectively to changing
market conditions and local customer needs. This decentralized structure provides financial accountability and
incentives to local management and enables us to attract and retain the highest caliber professionals. We have
the expertise and resources 1o utilize our strengths in the present environment, and the flexibility to anticipate,
innovate and respond to whatever opportunities and challenges the future may hold.

How we are different: ACCOHHYabiEityQ The business is operated with an ownership perspective and a
clear sense of fiduciary responsibility to shareholders. L”@Opﬂ@-@fiemt@d straZegy. New businesses
are started when opportunities are identified and, most importantly, when the right talent is found to lead a
business. Of the Company’s 28 units, 20 were developed internally and eight were acquired. R@Sp@ﬂsﬁ le
ﬁmamiaﬁ pfaCKiC@So Risk exposures are managed proactively. A strong balance sheet, including a
high-quality investment portfolio, ensures ample resources to grow the business profitably whenever there are
opportunities to do so. Rigk—adjusted returns. Management company-wide is focused on obtaining
the best potential returns with a real understanding of the amount of risk being assumed. Superior risk-adjusted
returns are generated over the insurance cycle. Tmngpar@mye Consistent and objective standards are
used to measure performance — and, the same standards are used regardiess of the environment.

43 83 5.4 2.1

37

2.7 13
47 32

0.7

i

NeT PREMIUMS INVESTMENTS RESERVE FOR LOSSES STOCKHOLDERS’
WRITTEN { market value - AND LOss EXPENSE EQuiTy
(doflars in billions ) doflars in billions ) (dofiars in biftions ) (dollars in billions )

2001
2002
2003
2004
2000
2002
2003
2004
2000
2001
2002
2003
2004

15
2000 S
[ s
R
)&
000 o
’]C)
— ©

2000
2001
2002
2003
2004




W. R. BERKLEY CORPORATION CoMPOUND ANNUAL GROWTH RATE
2004 ANNUAL REPORT i, L.Year.......5. Years. ... IQ.Years....... 20. Yeaks >
Book Value Per Share 24.32%  19.52% 12.22%  17.17% || Excellent
Cover: “The Perfect Apple™ by Michael Theise Stock Price 34.96% 38.43% I5.56% 17.30% results.
L

Contents
1 Five Business Segments 2 Chairman’s Letter 1o Investments 12 Segment Overview 14 Specialty 18 Regional 21 Alternative Markets
24 Reinsurance 27 International 29 Financial Data 31 MD&A 49 Financial Statements 71 Operating Units 78 Board of Directors

R




Five Business segmenis

W. R. Berkley Corporation’s business
segments had an excellent year, each
producing strong earnings growth,

Specialty. The Specialty units underwrite complex and sophisticated risks, including general,

professional and product liability coverages as well as commercial transportation business, primarily
on an excess and surplus lines basis. 2004 Results: Total revenues increased 32% to $1.6 billion.
Pre-tax income rose 44% to $290 million.

Regional. The Regional units, which are leaders in their local markets, write commercial lines
coverages for small and mid-sized business firms and governmental entities. This segment also writes
surety coverages. 2004 Results: Total revenues advanced 20% to $1.1 billion. Pre-tax income
increased 20% to $184 million.

26%

Return on stockholders’
equity rose to 26 %, the
highest in nearly three

decades.

2.8%

Net income reached a new high
of $4.97 per share, advancing
28% over 2003.

16%

Net premiums written increased
16% to $4.3 billion.

16%

Cash flow from operations

advanced 16% to $1.6 billion.

Have
a look.

Alternative Markets. The Alternative Markets units develop and administer self-insurance
programs and other alternative risk transfer mechanisms, and also write specialized workers’ compen-
sation insurance. Workers' compensation business is the main focus of the segment. 2004 Results:
Total revenues advanced 36% to $750 million. Pre-tax income was $129 million, up 52%.

Reinsurance. The Reinsurance units write reinsurance on both a facultative and treaty basis.

In addition, the Company writes business under quota share reinsurance agreements with two Lloyd’s
syndicates and participates in several specialty niches. 2004 Results: Total revenues rose 16% to
$347 million. Pre-tax income increased 45% to $87 miltion.

International. The Company’s International joint venture operates in Argentina and Asia.

2004 Results: Total revenues increased 15% to $82 million. Segment pre-tax income increased
133% to $7 million.




To Our Shareholders:

This has been a terrific year for our Company. We
have improved our market position, strengthened our
management team, and delivered the highest returns
we have ever achieved. We have accomplished all this
while repositioning our Company to a new level among
the major players in the commercial lines property
casualty business in America. Today, we are a company
with the financial strength and intellectual capacity to
selectively participate in the property casualty business
on a global basis.




The property casualty insurance business Is a unigue
industry. While appoearing quite straightforward, it has
many hidden risks which do not exist in most businesses.
It is this deceptive simplicity that makes it so treacherous
for the uninitiated risk taker. The primary reason for this
Is that our costs are unknown at the time we make a
commitment to assume future uncertain liabilities. In our
industry, the cornerstone of profitability is the ability tc
assess both the amount of and the likelihcod that these
uncertain future events will become claims against the
iInsurance policies we issue.




In examining our performance, we not only focus on returns, growth rate and policy count, but spend
substantial resources monitoring exposures on all types of risks. Our goal is to obtain the optimal
risk-adjusted return. We always seek an appropriate insurance premium measured relative to the
risk assumed. The goal is to always have an underwriting profit, with aporopriate recognition of the
unknowns in the future. We do this through an institutional focus on particular niches in the business,
and combine that strategy with opportunistic behavior to ensure that we seize every opportunity when
the risk-adjusted returns are at their highest. The success of our enterprise is derived from our ability
to make good risk selections through outstanding underwriting, and to be effective at handling claims,
ensuring that we are paying the appropriate amount and only when a claim is warranted. Success in
this industry is effectively managing every piece of the insurance process with care and attention.

The efforts put forth each day are not based on the economic model of our industry, the law of large
numbers, but on each transaction. We manage our business one risk at a time, but our strategy
requires that we be cognizant of the overall industry environment. While we must deal with each
transaction individually, industry trends and the overall competitive environment will always impact
our activities. When pricing relative to risk is more attractive, we seek to grow the fastest; when risks
seem to be overwhelming the available price levels, greater discipline is required. It is this strategy
that has allowed us to achieve excellent results in 2004,

We manage our business in a very straightforward way. Each of our operating units is delegated the
authority required for them to accomplish their tasks. We believe that keeping decision making as
close to the customer as possible enhances our ability to be responsive and to get pricing, claims
handling, and service optimally aligned. It is our job to establish strategy with each operating unit and
to provide them with the necessary resources to implement their plans. Each operating unit's perform-
ance is then carefully measured, looking not only at results, but examining the risks to ensure that
appropriate censiderations are being made for the future. We then hold the management of each
operating unit accountable for these results. At Berkley, people are accountable and are rewarded
for performance.

The day-to-day implementation of such basic strategies — and how effective people are in their
execution — has made the difference in our enterprise. It is difficult not to become seduced by the
lower expenses offered by consolidation. It is alluring to focus on costs, as they are so clear and
defined. At Berkley, we focus on risk-adjusted returns. To us that means a focus on underwriting,
claims, and or having the right people who understand what they are responsible for.

The Strategy. We continue to invest in adding the best people, in expanding our product offer-
ings, and in developing additional distribution capabilities. Our concentration remains commercial

casualty business as we seek out niches within the marketplace where expertise and relationships

allow us to build a brighter future.
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The Specialty segment continues to work diligently to seek out new opportunities in its niche markets.
it derives most of its business from wholesale brokers, who provide the retail marketplace with
specialized products which individual insurance agents might only require access to a few times
each year. The expertise delivered by wholesalers is valuable because of their knowledge of current
market conditions, availability, and the appropriate types of coverage for a particular risk. Yet merely
having distribution is not enough. Underwriting expertise for these specialty products is a requirement,
and our people, with their long experience and knowledge base, represent the foundation of our
specialty operations. The other piece of that foundation is our claims handling ability. Expertise and
knowledge of both coverage and of the current state of affairs in our legal system represent the third
pillar of our specialty business. Together these building blocks allow us to focus on expansion on an
opportunistic basis. This is a business that requires specialized distribution, claims handling expertise,
and, above all, real underwriting knowledge.

Our Regional business units are local leaders in the markets they serve, having attained their positions
by providing innovative products tailored to their local environments, personalized service, and by
maintaining selective relationships with the best local agents in each operating territory. We search
out agencies that provide outstanding service and transparency to their customers and work diligently
to become part of their customer focused problem solving. This relationship works because both
parties strive to solve the ultimate customer’s needs to mitigate risk.

The relationship of our Company to its agents, and the agent to the policyholder, is both complex and
simple at the same time. The agent is a representative of the company. However, that agent must offer
transparent service to the client in selecting both the appropriate coverage and a highly reputable
insurance carrier. As part of the Independent Agency distribution system, one of the agent’s jobs is to
make just such a recommendation to the customer. We believe our agents, in fact, take this responsibility
seriously and fulfill their jobs on behalf of the client effectively. We intend to continue to expand these
relationships, while meeting the specific market needs of each of our operating territories.

The Alternative Markets business has a dual focus built around workers’ compensation, primarily
concentrating on self-insureds or insurance of owner-managed enterprises. We also manage the
administrative processes for a large number of self-insureds and municipal groups. The Alternative
Markets segment is especially focused on delivering insurance solutions based on an analytical frame-
work to help these enterprises reduce their insurance costs. Workers' compensation requires such
an approach because the liability for payment stretches so far into the future. The uncertainty is great
because of the potential length of time until the ultimate payment of benefits is extinguished. We
continue to build our workers’ compensation expertise, enhancing our database of information as
we strive to be the premier knowledge based provider of such service and risk transfer mechanisms.
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Our Reinsurance business, which operates in a number of areas, is written through Berkley Insurance
Company. Our facultative business operates both on a broker market basis through Facultative
ReSources and on a direct basis through B F Re. Unlike most of our competitors, our facultative business
represents an equal piece of our reinsurance operation. We have become one of the leading facultative
markets in the industry due to our experienced underwriting team, which has continued to demonstrate
discipline and opportunistic expansion at the appropriate times through changing market cycles.

Our treaty reinsurance business, written through Signet Star Re, continues to move towards more

specialized underwriting, providing a type of long-term capital for companies that are looking for a

reliable industry partner. This company continues to reposition itself to represent the historic ideal of a
treaty reinsurance partner. We have opportunistically undertaken quota share reinsurance arrangements
at Lloyd’s, which continue to offer us excellent returns, and will participate for as long as such oppor-
tunities are attractive. At Berkley Underwriting Partners, our program business is effectively growing
into a viable market for high-quality small Managing General Underwriters, where specialized expertise
creates value.

Our International business, which operates primarily in Argentina, has survived and prospered despite
the volatile local economic environment, due fo the strategy built by its management team there. We
have succeeded by building flexibility and responsiveness into the system, while maintaining customer
service and financial stability.

The Year in Review. The headline describing our year would be “outstanding underwriting
results, extraordinarily low paid loss ratios, and record returns on capital, in spite of low investment
returns.” Management is pleased by these highlights. We chose to continue to grow cur business

as aggressively as possible and achieved growth of over 16% in premium volume. Our investment
portfolio grew significantly in 2004 as a result of over $1.6 billion of operating cash flow. Although
investment yields available in this low interest rate environment are not so attractive, we were able
to take advantage of our strong cash flow to lower the overall investment duration and expand our
alternative investment portfolio into several new areas. While insurance market conditions were more
attractive at the beginning of 2004 than at the end of 2004, even at the end of the year the returns
were outstanding both in an absolute sense and relative to the risks being assumed. The attractiveness
of the current risk-adjusted returns relate favorably to what was available in the late 1980's. Given the
reconfiguration of our mix of business with an emphasis on commercial casualty lines, the available
returns to our shareholders have never been as great as they currently are. The enterprise of insurance
is oriented towards assuming other businesses’ risks. We try to be sure that we understand the risks
we are taking. The concern in our business is never the risks we can define, but rather the uncertainty
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of what we do not know or understand. One protects from these exposures by managing the business
with policy limits, aggregate expasure limits, and appropriate terms and conditions to try to ensure
that even an unforeseen loss does not have an unlimited cost. The critical risks that our Company,

like all others, faces do not revolve around the exposures that are defined but rather those that are

uncertain. While we celebrate our high returns, we spend at least an equal amount of time focused
on ameliorating these potential exposures. We are especially pleased with the current environment

given our assessment of our current level of risk.

External Environment. The external environment for the industry was challenging to say the
least. In the legal arena we faced increasingly novel and creative causes of action. We were challenged
by new litigation strategies that were structured in such a way that they sought an acceleration of the

timing of payments from the insurance industry. We in the industry have failed as well to deliver the

message that our payments are transactional and ultimately result in higher premiums for those same
people who utilize the services of individuals or industries they are currently litigating against.

Natural disasters also played an important part in 2004 with four significant hurricanes hitting Florida
within a 60-day pericd. The cumulative losses from these hurricanes are likely to exceed $35 billion,
and the allocation among individual storms has proven to be almost impossible to determine. And thus,
the many issues as to terms and conditions have proven to be virtually irrelevant to the insurers in
assessing their claims costs. In what was clearly the worst hurricane season in history, the technical
models relied upon by many proved to be woefully inadeguate in predicting the extent of storm losses.
Thus, as an industry, we need to reassess our degree of comfort in relying on models to direct our risk
management strategies relating to catastrophic events.

The challenges brought about to the agent/broker distribution system in the past year were far-reaching
as well. Clearly there were matters of concern relating to alleged anti-competitive activities, which
can neither be condoned nor tolerated. Changes will come and are appropriate — many of which
will result in an improved climate. The cornerstone issue, however, which must be adhered to by

all parties in our industry, is that the customer is entitled to full and complete transparency. They
need to understand who the producer works for, how they get paid, and the veracity they can expect
from such advice. This is a critical factor because customers and carriers alike put their trust in agents
and brokers. For the system to work, the customer must be made to feel that this trusting relationship
can continue. In transactions with the complexity required for effective risk mitigation, expertise must
be delivered in such a fashion.
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The last issue relating to the overall environment revolves around the Sarbanes-Oxley regulations, a
well intentioned piece of legislation which has a disproportionate cost relative to its benefit. There
are clearly many pieces of the Sarbanes-Oxley legislation which bring about improved controls and
impose greater responsibility on the senior management of businesses. The problem is that Sarbanes-
Oxley has no consequential materiality test and eliminates the ability for accountants and others to
make judgments as to what is important and what is not. A control system that concerns itself with
thousands of dollars can take as much time as a control system that focuses on millions, without
taking that disparity into account. '

There is no doubt that some good came from this legislation. There is no doubt that management
has become more cognizant of its responsibility for producing accurate financial statements. There
is also no doubt that the amount spent in time and money by our Company, and by the industry in
total, has far exceeded the economic value derived by the investment community. We hope the rules
are reconsidered going forward.

Conclusion. The record results, our highest ever return on equity, and our extraordinary overall
performance made 2004 a fabulous year. We believe that over the long-term we will continue to deliver
outstanding results to our sharehalders.

The results of a Company such as ours are the accumulation of efforts put forth by many people. Our
achievements of record earnings and record returns are truly a reflection of all of these people. The
over 4,000 employees who work every day could not, in fact, have done this alone either. It is the
support of our thousands of producers and the integration of all our efforts to meet the ultimate needs of
our customers that allows this all to work. All of these people are able to achieve these things because
of the capital entrusted to them by you, our shareholders. In my role it is easy to see how important
everyone is in making the enterprise work effectively. | want to thank each of you for your contribution
to this extracrdinary year.

Sincerely,

e

William R. Berkley
Chairman of the Board and Chief Executive Officer
March 30, 2005
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leff to right Fixep INCOME PORTFOLIO DISTRIBUTION
(by percentage)

James G. Shiel Eugene G. Ballard

Senior Vice President Senior Vice President

Investments Chief Financial Officer
T

Paul J. Hancock and Treasurer

Chief Corporate Actuary Senior Vice President Mortgage-backed Securities 16%

S:gesr‘:::ri?sg/se‘ Cash and Cash Equivalents 13%
U.S. Government and Government Agency 13%

Corporate Bonds 9%

Foreign Bonds 2%

Robert W. Gosselink
Senior Vice President

| “l
Senior Vice President ira S. Lederman - ‘ [ [ 1 ( State and Municipal 47%
Insurance Risk Management }

lower yields and higher cash balances has alsc depressed the book yield of the fixed income portfoiio from
a taxable equivalent yield of 5.1% last year to 4.5% this year.

This decision to hold a large cash allocation was a painful one given that for a significant portion of the
year cash yields were barely 1% and, with a steeply shaped yield curve, there was a high opportunity cost
of not being fully invested with a longer duration. However, given the Federal Reserve’s much publicized
monetary tightening cycle, the yield curve has flattened dramatically, and cash yields have improved
commensurately, which will help boost investment income.

Despite our overall defensive posture, we have attempted to remain both opportunistic and balanced in
our management of the portfolio. When relationships to other sectors became favorable at various points
during the year, we increased our allocation to the municipal bond sector, primarily in the 10-year area.
Due to our tax position, as well as the strong credit quality and liquidity of municipals, we have shifted
away from historically rich sectors like mortgage-backed securities and corporate bonds. At year end, the
fixed income portfolio was invested 26% in U.S. Government securities (including cash and cash equiva-
lents), 47% in municipal securities, 16% in mortgage-backed securities, 9% in corporate bonds and 2% in
foreign bonds. The weighted average credit rating of the fixed income portfolio was “AA” at year end.

We have also attempted to take advantage of opportunities created by the Fed-induced flattening of the
yield curve by restructuring the portfolio to one that is more ‘barbelled.” This required the shift of several
hundred million dollars in intermediate-term securities into a combination of longer and shorter-term
securities that will perform better as the yield curve’s steepness is reduced.

Although the overall portfolio is primarily fixed income, we also maintain a portfolio of various alternative
investments which offer opportunities for more favorable returns while diversifying risk. These investments
account for approximately 13% of the portfolio and are concentrated in merger arbitrage, real estate, and
high dividend common stocks. While merger arbitrage was modestly profitable during the year, both the
real estate and common stock sectors performed well, exceeding the returns of their benchmarks. Prospects
for merger arbitrage for 2005 are excellent given the increase in short-term rates and improved merger
and acquisition activity.

We are optimistic that an improving environment will give us the opportunity to invest our cash flow and
current short-term portfolio in a way that will substantially enhance our investment returns.
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Segment Overview
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Each of our five business segments — Specialty, Regional,
Alternative Markets, Reinsurance, International — is
comprised of individual operating units that serve a
market defined by geography, products, services, or types
of customers. Our growth is based on meeting the needs
of customers, maintaining a high-quality balance sheet,
and allocating capital to our best opportunities.



Specialty Segment

2004 was another year of outstanding results for the Specialty group. By
continuing to capitalize on many of the market opportunities that emerged in
2003, our Specialty segment grew 17% in gross written premiums with a 44%
increase in pre-tax income. Segment pre-tax income was $290 million, with
$1.7 billion in gross written premiums and a return on equity of 23%.

GROSS WRITTEN PREMIUMS BY LINE SEGMENT DATA 2004 VERSUS 2003
( by perceniage ) (dollars in millions )

........................................................................... 2004 ARQ3
‘ d Total assets $ 3,930 $ 3,128
‘ [ Premises Operations 38% Toral rev I.570 r.188
Professional Liability 19% revenues 257 ?
Automobile 14% Pre-tax income 290 202
Products Lianity 1% GAAP combined ratio 87% 88%
Property 8%
Other 7% Rerurn on equity 23% 25%

Segment Overview. The Specialty insurance lines comprise a unique part of the industry
because of the complexity inherent in the risks undertaken and, consequently, the level of sophistication
and experience required to make those decisions. These are not the standard risks that are found in
company and industry rating manuals. They are highly complex and often unique exposures that must
be evaluated either individually or as a narrowly defined class by individuals with specialized expertise
and acquired judgment.

in W. R. Berkiey’s Specialty group, people with detailed knowledge of specific lines and products bring
their years of experience to bear in determining the correct underwriting criteria and the right price for
each individuzl risk. What begins with the standard market statistical information, such as terms, condi-
tions and price, is then evaluated through the eyes of a long experienced, seasoned professional. That
specialized knowledge and skill are combined with sound risk selection, disciplined pricing, and the
highest standard of service after the sale to provide a product that is individually designed to bring value
to each insured.

Since 1979, when we entered the specialty market with the acquisition of Admiral Insurance Company,
we have provided those failored solutions that are often unavailable in the standard insurance market.
In an industry that is inherently cyclical, we have the skill and flexibility to develop new businesses and
product lines when opportunities arise, and the capacity to evolve and adapt to changing customer needs
in different environments. And, we have the discipline to maintain our position or to shrink when the
market changes.

14 / w.R. BERKLEY CORPORATION




Today, the nine operating units of our Specialty group are differentiated by product expertise, each spe-
cializing in a particular niche or niches nationwide. What they share in common is a sound underwriting
knowledge base, excellence in claims handling, and strong relationships with their distribution channels.
Throughout every transaction and at every step of the insurance process, the people of our Specialty
group demonstrate intellectual acumen, market discipline, and the highest standards of service. The
cornerstone of our success is our ability to translate knowledge into results.

Operating Units. our strong performance in 2004 was, in part, positively affected by the standard
market's narrowing view of acceptable risk, which allowed us to increase market share and take advantage
of conditions that did not previously exist.

In 2004, we seized such an opportunity and acquired the renewal rights to Gulf Insurance’s Specialty
Casualty line, forming Berkley Specialty Underwriting Managers LLC. In August, we expanded the scope
of BSUM'’s operation and entered a new arena by forming its Entertainment and Sports division, which
will begin full operations in 2005. 2004 was also the first full year of operation for W. R. Berkley Insurance
(Europe), Limited, which added new product lines and is now exploring possibilities for further growth
in 2005.

Admiral Insurance Company is a leading provider of excess and surplus lines coverage to medium and
large-sized commercial risks which generally involve moderate to high degrees of hazard. Lines of business
written include commercial casualty, professional liability, commercial property, and commercial excess
and umbrella. Each product segment offers products that are constantly adjusted for a changing market-
place, and is supported by highly skilled underwriters who understand industry needs, their products, and
the appropriate pricing disciplines. Over the years, Admiral has developed a strong industry reputation for
efficient claims handling, excellent customer service and responsiveness, and flexibility in problem solving.
2004 was another year of outstanding results for Admiral, with an 83% increase in pre-tax income to
$123 million and a 24% return on equity.

Berkley Medical Excess Underwriters, LLC is a professional liability underwriter that has provided excess
insurance and reinsurance to hospitals and other healthcare crganizations since its start-up in late 2002.
Over the first two years of its operation, Berkley Medical has differentiated itself in its niche marketplace
with a multi-faceted approach to understanding and supporting the unique objectives of healthcare

organizations, and by providing the tools to support their risk-related needs. Through collaboration on risk
and claims management, innovative data analysis, alternative risk financing structures, and benchmarking
techniques, Berkley Medical has provided value-added services to hospitals and healthcare organizations
alike. In 2004, Berkley Medical continued to build its customer base and achieved a 20% return on equity.

Berkley Specialty Underwriting Managers LLC, which was formed in July 2004, consists of two under-
writing divisions. The Specialty Casualty division offers commercial general liability, including products
liability, for manufacturers on a non-admitted basis. Its Entertainment and Sports division provides
commercial property and liability coverage on an admitted and non-admitted basis to sports teams and
facilities, entertainment and special events venues and entertainment-related operations, and to artists
and professionals. After a smooth transition to W. R. Berkley, BSUM closed 2004 with $52 million in
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gross written premiums. BSUM is headguartered in Atlanta, GA with regional offices in Glastonbury, CT;
Chicago, IL; St. Paul, MN; Irving, TX; anad Glendale, CA. In 2005, BSUM anticipates strong growth after
this year’s successful start-up.

Carolina Casualty Insurance Company, a leader in the transportation insurance industry for over 60 years,
focuses on intermediate and long-haul trucking, public auto, and various classes of commercial auto.
Carolina Casualty is licensed in all 50 states and distributes its products through a select group of general
agents and brokers who specialize in transportation insurance. Over the years, Carolina Casualty has
established an outstanding industry reputation for excellent resources in underwriting, and superior claims
and loss prevention services that bring added value to its insureds. In 2004, Carolina Casualty had a 26%
increase in net written premiums. In the latter part of the year, it began to write select classes on a non-
admitted basis in certain states, and projects further growth in 2005, as opportunities to diversify and
expand arise.

Clermont Specialty Managers, Ltd. is a leading provider of insurance for high and mid-rise cooperative,
condominium and guality rental buildings and high-end restaurants located primarily in Manhattan and the
greater New York City area. Since it began operations in 1986, its core book of business has expanded
to include workers’ compensation as well as package policies for these businesses. As a specialty boutique
operation, Clermont has built its success by combining 19 years of underwriting, marketing, and claims
skills with a comprehensive knowledge of its core New York City marketplace. In 2004, Clermont had
$52 million in gross written premiums, an increase of 10% over last year, and anticipates new oppor-
tunities in its core business, as well as other niches, in 2005.

Monitor Liability Managers, Inc. is a leading provider of professional liability insurance. Its current product
lines include directors’ and officers’ lighility for the public, private and non-profit sectors; employment
practices liability; and lawyers’ professional liability. Since its founding in 1992, Monitor has established
a strong position in the professional liability marketplace, ending 2004 with an 18% return on equity.
Although the current markets for public directors’ and officers’ and lawyers’ professional liability remain
challenging, employment practices and private directors’ and officers’ coverages continue to provide
opportunities. Monitor is widely known and respected for its outstanding service after the sale and effective
claims handling, and has made inroads into technical innovations that provide cost effective and time
efficient service for its insureds.
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Nautilus Insurance Company writes commercial property casualty risks, primarily on a non-admitted basis,
through general agents in all 50 states. its risk profile is small to medium-sized accounts with consideration
for more difficult risks on a brokerage/submit basis. Nautilus is well regarded by general agents and policy-
holders alike for the high level of importance it places on customer service and communication. In 2004,
Nautlius achieved an increase of 17% in net written premiums, an outstanding 24% return on equity, and

maintained a strong retention rate. Nautilus has aggressively continued to utilize technology to more effec-
tively manage its business, thereby adding efficiencies and improving data sharing and analysis capabilities.

Vela Insurance Services, Inc. writes excess and surplus casualty business with a primary focus on
contractors’, and product liability coverages. With offices in Chicago, IL and Solvang, CA, Vela writes a
variety of classes nationwide exclusively through its network of appointed excess and surplus lines brokers.
In December 2004, Vela launched a new program that expands its traditional business model and broadens
its product offering by providing wrap-up policies for large residential development projects. 2004 ended
with $154 million in net written premiums and a 24% return on equity, and Vela anticipates additional growth
in 2005 from its new program.

W. R. Berkley Insurance (Europe), Limited, which is owned 80% by W. R. Berkley and 20% by Kiln plc,
began cperations in July 2003 specializing in professional indemnity insurance for risks based in the
United Kingdom. In 2004, its first full year of operations, it wrote $114 million in gross premiums and added
new product lines in directors’ and officers’ liability and general liability. W. R. Berkley Insurance (Europe)
currently writes risks in the United Kingdom, certain European countries, Australia and New Zealand, and
is exploring the possibility of further expansion of its existing product lines in Continental Europe.

2005 Outlook. we continue to see opportunities in the specialty arena and anticipate a positive
market for growth in 2005, although signs of increased competition for certain classes of business are
beginning to appear. The gradual softening of the market will also affect opportunities for price increases
in the coming year. While 2005 will not be without its challenges, we are confident that we have the people,
the expertise, the discipline, and the distribution systems to continue our current positive momentum.
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Regional Segment

In 2004, our Regional operations emerged fully as a refocused and redefined

enterprise, achieving a return on equity of 28% for its second consecutive year
and a combined ratio of 87%. The strategic decisions made over a number

of years allowed our Regional companies to enjoy such unprecedented returns
in 2004.

GRross WRITTEN PREMIUMS BY UNIT SEGMENT DATA 2004 VERSUS 2003
{ by percentage) (dollars in millions )
........................................................................... APQ4 i L ARQS
Total assets $ 2,360 $ 2,009
Continental Western 38%
heacia 29% Total revenues I,I13 924
Union Standard 16% Pre-tax income 184 53
Berkley Mid-Atlantic 15% . . or o
Surety 2% GAAP combined ratio 87% 88%
Return on equity 28% 28%

Segment Overview. Five vears ago, we set a long-term course to build and expand our Regional
business exclusively in the commercial lines insurance arena. We focused on markets where we have
built specialized expertise, and developed relationships with agents and customers where we have a
comprehensive knowledge of local needs. This unique combination of product expertise, customer
awareness, and outstanding service has positioned us with a distinct competitive advantage in what is
traditicnally a price-driven, standard business.

Today, the Regional business consists of five operating units with the autonomy to provide products and
services designed for each regionally differentiated customer base. Each company implements a
strategy that reflects its unique market, and executes it with the highest level of responsive, personalized
service. This decentralized structure allows us to meet the needs of the farm owner in lowa, as well as
those of his Maine counterpart. Decisions which relate to the customer are made close to the customer,
and are implemented with the flexibility to use market knowledge and individual creativity to deal with
the day-to-day activity, as well as the unusual risk. As a result, we have developed value-added and niche
products, in addition to the standard items our customers have come to know and trust.
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In each of our Regional markets we have a local presence with a full understanding of local issues. Our
products are distributed through carefully cultivated, long-term relationships that help us deliver our
expertise in a responsive manner. Business plans, companies’ goals, and the challenges and opportunities
we face are routinely discussed with our agents — allowing them to serve the insured from an informed
standpoint. New product ideas often come from the direct, personal contact we have with our agents and
customers. Because we are close to our customer, we are better positioned than many of cur competitors
to respond to their needs.

Our Regional companies are led by experienced management teams and staffed by skilled professionals
with a strong commitment to their community and their employer. Agents and insureds alike know they
will be served by knowledgeable, local individuals with the authority to make timely and responsible
decisions, without the bureaucratic layers that typically inhibit efficient transactions. An organizational
concept such as ours, which has remained unchanged for 35 years, attracts the highest caliber individ-
uals, who are dedicated to an environment where autonomy and accountability are valued and practiced.
At the same time, we continue to seek new ways to create operating efficiencies through technology,
thereby reducing transaction costs and improving service for our customers. Because we invest in
excellence at every transaction level, our time is spent better serving our customers and shareholders.

Our structure gives us the unigue ability to combine the sophistication of a large company with local
knowledge and expertise. Unlike a fluctuating strategy based solely on price or the current management
style, ours addresses the long view — and, it is sustainable.

Operating Units. Acadia Insurance Company has built highly effective distribution channels in
the six states it serves in the Northeast by maintaining close relationships with its over 200 carefully

selected agencies. In addition to a full line of standard commercial property casualty products, Acadia
excels in the development of niche products for companies in regional businesses such as the lumber
and marine industries. Operating in Maine, New Hampshire, Massachusetts, and Vermont, it is enjoying
strong growth with its recent expansion into Connecticut and central and naorthern New York. In 2004,

net premiums written were $316 miilion with an 86% combined ratio, resulting in a 30% return on equity.

Operating in seven jurisdictions from Pennsylvania to South Carolina, the Berkley Mid-Atlantic Group
offers a product portfolio tailored to the needs of its customers. Under a new, strengthened management
team, the company has significantly improved profit performance through a focused, relationship-based
underwriting approach, adherence to sound pricing methodologies, and disciplined claims handling.
Advancements in technology, data-mining and information analysis enhance the company’s ability to
capitalize on profitable market segments. With the opening of its Charlotte, NC office, expansion of its
Harrisburg, PA facility, and the creation of an underwriting services department to improve service to
its customers, the company continues to focus on managed growth and processing efficiencies. In 2004,
net premiums written were $169 million with a 91% combined ratio, resulting in a 22% return on equity.
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Continental Western Group, the largest of the regional companies, continued to grow profitably in
2004. Net premiums written were $432 million with an 85% combined ratio, resulting in a 30% return
on equity. In addition to the standard products it offers to businesses, farm owners and government
entities in the Midwest and Pacific Northwest, Continental Western has developed specialty products
for volunteer fire departments, and niche development products covering farm equipment dealers,
grain elevators, municipalities, and collector cars. As & preferred market for middle market and small
commercial lines, Continental Western is exploring ways to further enhance service and bring increasing
value to its customers.

2004 was a year of continued growth and profitability for Union Standard Insurance Group. With its focus
on growth in middle market lines, this year Union Standard increased its writings in the $10,000 to
$150,000 policy range in both premium and policy count. 2004 net premiums written were $187 million
with an 88% combined ratio resulting in a 25% return on equity. Union Standard has been at the fore-
front of innovations in technology to deliver better service to its customers, generate reductions in
expenses, and create increased service capacity. It writes business in nine Southern states from Alabama
to New Mexico, and recent expansion into Arizona has further fueled its momentum of strong revenue
and earnings, creating dynamic opportunities for the future.

In late 2003, the operations of four previously separate surety units writing primary business within the
Regional group were combined into one under the Monitor Surety Managers, Inc. banner. This consoli-
dation, along with changes in key management positions, has provided a tightened underwriting posture
and better use of capacity and resources for rasponsible growth. These improvements have given
Monitor Surety excellent opportunities for providing surety bonds to mid-sized contractors. 2004 net
premiums written were $26 million, which is a significant increase as & result of the consolidation.

200)% Outlook. The committed employees of our Regional companies are constantly striving to
improve our future performance. We face challenging markets in the future — the goals will be higher, and
the measurements more rigorous. Yet we are focused on staying ahead of our competition in the products
and services we provide, and in achieving ongoing attractive returns for W. R. Berkley Corporation.
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Alternative Markets Segment

In 2004, the Alternative Markets segment produced a record pre-tax operating
income of over $129 million, an increase of 52% over 2003, and provided an
excellent return on equity of almost 23%. We continue to build our databank
of information to enhance our experience and our ability to make optimum

decisions in the workers’ compensation marketplace.

REVENUES BY UNIT SEGMENT DaTta 2004 VERsUS 2003
( by percentage) {dollars in millions )
t I ‘ T e 2004 AR
| i Total assets $ 1,865 $ 1,503
Midwest Employers 39% 1 <
Preferred Employers 27% Total revenues 750 551
Berkley Risk 19% Pre-tax income 129 85
Key Risk 15% . .
a & GAAP combined ratio 92% 93%
Return on equity 23% 25%

Segment Overview. Our Alternative Markets business was begun in the 1980's, initially to focus
on providing risk management and third party claims administration for workers’ compensation plans and
various alternative insurance vehicles. As opportunities evolved over time, we expanded this division to
include risk-bearing services for our existing clients, as well as for other markets. Over the next two decades,
the Alternative Markets business grew opportunistically, expanding when market conditions were favorable
and contracting when appropriate. New units were added when we identified promising markets and
talented people who could apply their skills to competitive advantage. We entered new product lines and
territories, and created services when opportunities arose.

Today, our four operating units offer a blend of expertise either by product, by territory or both. In California,
we have geographical and product specialization in workers’ compensation coverage for owner-managed
businesses. In other areas, we design and provide the full spectrum of insurance company services for
various self-insured plans. We have specialized areas of knowledge for particular niches of business, such
as not-for-profit, social service operations, and tribal nations. And, we have significant expertise in specific
product lines such as excess and aggregate workers’ compensation products for individual and group
self-insureds throughout the country. In every line, territory or niche, we have differentiated ourselves
by fully understanding our clients’ needs and addressing them through a diversity of specialized products
and services. This approach has allowed our Alternative Markets units to develop long-term, highly
collaborative relationships with our customers. These strategic collaborations have, in turn, created an
in-depth understanding of each client’s unigue culture and needs, resulting in high client retention rates
and employee longevity.
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Through these relationships, we have helped our clients maximize operating profits and reduce costs by
managing risk through cost-effective strategies and ‘best practices’ methods. It is what differentiates a
Berkley company from the rest.

Operating Units. Berkley Risk Administrators Company, LLC is a third party claim, underwriting
and policy service administrator for all lines of commercial coverage including liability, property and workers’
compensation. Berkley Risk is also a full service program manager for alternative risk financing plans and
specialty insurance programs. Its three distinct areas of operation are risk management and third party
administration services for: individual accounts and group programs; workers' compensation assigned
risk plan servicing carriers; and its affiliate, Riverport Insurance Company, which provides property, casualty
and automobile coverage to non-profit organizations and social service agencies in 25 jurisdictions.

Berkley Risk differentiates itself through its ability to provide customized services and flexibility in the
delivery of these services to help its clients reduce their overall loss costs. Its employees work closely with
each client in highly collaborative, long-term relationships, resulting in consistently high customer retention
and performance.

2004 service revenues grew more than 10%, with more than a commensurate increase in operating
margins. The y=ar’s highlights include the renewal or extension of all major public entity customer contracts
and the awarding of new assigned risk plan contracts for Indiana and lowa. This brought the number of
assigned risk plans it administers to 14, making it the third largest workers’ compensation assigned risk
plan administrator in the United States. In 2005, Berkley Risk is positioning itself for further growth to
enable it to provide service to clients with broader geographic operations.

Since its formation in 1986, Midwest Employers Casualty Company has focused exclusively on providing
workers’ compensation excess and aggregate insurance products and services to individual employers
or groups across the country. MECC combines its employees’ detailed knowledge of its customers with
sophisticated statistical modeling to produce both superior risk selection and a more accurate pricing tool
for the underwriting process. This same approach has been employed to provide a value-added service
called Total Cost of Risk, a series of tools and technology that enables employers to identify and manage
their workers’ compensation losses, resulting in a significant reduction in overall program cost.

Through its innovative client service approach, MECC has generated greater client loyalty while significantly
differentiating itself from other insurers participating in the marketplace. In 2004 MECC, a market leader in
the excess workers' compensation arena, had gross written premiums of $279 million, up 22% from 2003.

Key Risk Insurance Company is a leading provider of workers’ compensation services for employers

in North Carolina, South Carolina, Virginia and Georgia. These services are provided on a fully insured
basis through Key Risk Insurance Company or in the role of a third party administrator through Key Risk
Management Services, Inc.
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As a regional provider of workers' compensation services, Key Risk has an in-depth understanding of

local legisiative climates, applicable state statutes, and economic and marketplace dynamics. This, in

combination with its full offering of underwriting, claims, and risk management capabilities, allows it to
provide a properly designed program that fits most employers’ needs while helping them effectively man-
age and mitigate their cost of claims.

In 2004, Key Risk Insurance Company saw continued growth in its healthcare division and its internet
based product, Key2Comp, ending the year with gross written premiums of over $102 million, a 31%
increase from 2003. In 2005, the focus on larger accounts and certain niche classes will continue, along
with an emphasis on increased growth outside North Carolina. Key Risk Management Services will con-
tinue to provide services to self-insureds — both groups and individual, and will focus on services to
hospitals, manufacturing, and governmental entities.

Preferred Employers Insurance Company, which began operations in 1998, specializes in workers’
compensation coverage for small, owner-managed businesses in California. By focusing on the particular
needs of small employers as a whole and by industry group, Preferred is able to tailor products to the
needs of small business owners, maximizing their operating profits through loss prevention, pro-active claims
management, and direct access to people and services.

Preferred’s performance was strong in 2004, writing almost $200 million in gross written premiums, an

increase of over 20% from 2003. These results were an cutcome of sound market knowledge, a disciplined
underwriting philosophy, and an ability to create exclusivity in its distribution system. In 2004, Preferred's

localized knowledge allowed it to analyze and effectively implement the significant workers’ compensation
reforms recently enacted in California. It is anticipated that these changes will ultimately lead to a lower

cost and a more sustainable workers’ compensation product for its insurance clients, while still allowing
for solid profit margins for the company. Preferred, for 2005, is positioning itself for continued growth in

light of the more favorable environment.

200)§ Outlook. In the coming year, we expect to see the continuation of solid operating perform-
ances from all of the Alternative Markets units, while further expanding the geographical capabilities of our
insurance services operations.
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Reinsurance Segment

In our Reinsurance operations, we have applied the same overall corporate

strategy of writing as much good business as possible in a positive market

environment, and exercising the discipline to refrain from growing when rates

decrease. Through the successful execution of these strategies, W. R. Berkley's
Reinsurance group enjoyed a year of financial strength in 2004.

GRrOss WRITTEN PREMIUMS BY UNIT SEGMENT DATA 2004 VERSUS 2003
{ by percentage) {dollars in millions )

........................................................................... Q04 EQQ3
Total assets $ 3,922 $ 3,493
Signet Star Re 35% .
l Facultative ReSources 25% Total revenues 947 813
Lioyd's 22% Pre-tax income 87 60
Berkley Underwriting Partners 10% . . o o
BFRe 8% GAAP combined ratio 99% 99%
Return on equity I1% 10%

Segment Overview. W. R. Berkley Corporation provides other insurance companies and self-
insureds with assistance in managing their net risk through reinsurance on either a portfolio basis, through
treaty reinsurance, or on an individual basis, through facultative reinsurance. Reinsurance is a valuable
tool for primary insurance companies that wish to increase capacity, reduce exposure to farge individual
losses or catastrophic events, access underwriting assistance on complex or unusual risks, or achieve
growth or expansion into new lines of business. At the same time, it requires an extraordinary level of
skill to turn the ceding company’s challenge into an opportunity for the reinsurer so that both parties may
benefit — the ceding company by reducing risk, and the reinsurer by earning a profit for assuming the risk.
To that end, we have assembled an impressive team of highly experienced professionals well known to
reinsurance intermediaries and ceding company personnel alike.

2004 was a year of transition for our Reinsurance segment. The acceleration of rates slowed down as the
number of major reinsurers writing facuitative stabilized. The year, despite more modest rate increases and
growing competition for market share, was one of sound financial health for W. R. Berkley's Reinsurance
operations, which closed 2004 with a 45% increase in pre-tax income. We believe that today's sound
results are the direct outcome of the knowledge, experience, and discipline we have consistently applied
over the years.
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Operating Units. The Reinsurance segment offers both facultative and treaty reinsurance on a
brokered basis, as well as facultative reinsurance on a direct basis. In addition, we write business under
guota share agreements with two Lloyd's syndicates and participate in several specialty niches. The
segment utilizes the risk-bearing capabilities of Berkley Insurance Company, which carries an A.M.
Best Co. rating of “A (Excellent)” and a Standard & Poor’s rating of “A+ (Superior).”

Facultative ReSources, Inc. has been a leading broker market facultative underwriter since 1985, providing
property casualty reinsurance products highlighted by a level of service recognized as unmatched in the
industry. Because facultative focuses on individual transactions in much the same way that the primary
insurance company writes commercial insurance policies, it relies on the experience of its underwriters
to determine premiums sufficient to pay for losses and expenses, while also allowing a return on capital
commensurate with the actuarial uncertainty inherent in excess of loss reinsurance placements. In a highly
complex and specialized field, Fac Re has set the industry standard for sophistication in underwriting and
unsurpassed excellence in service. 2004 closed with pre-tax income of $60 million and a combined ratio
of 85%, with a return on equity of 24%.

Signet Star Re, LLC is a specialty reinsurance underwriter of commercial casualty lines. While growth in
2004 was modest, profitability in its current underwriting years remains strong, and during the year several
new specialty line clients were added to its portfolio. This reflects the strength and stabitity of Berkley
Insurance Company, our risk-bearing entity for reinsurance, and Signet Star's demonstrated service with
reinsurance claims. Signet Star Re has exceptional continuity and expertise in staffing, enabling it to gain
a unigue depth of understanding of the insurance business and the ceding company's operations. Working
with its broker sources, Signet Star Re has notably increased the level of interface with its insurance clients,
allowing it to be more successful in attracting business with the best profit potential.

Berkiey Risk Solutions, Inc., which was formed by W. R. Berkley Corporation in late 2003, specializes in
property casualty alternative risk transfer insurance and reinsurance transactions in the United States,
London, Bermuda and other markets. Berkley Risk Solutions is able to combine industry and transaction
experience with structuring flexibility and knowledge to provide a very broad range of products and services
that satisfy client objectives, whether the client is an insured or reinsured. Underwriting guidelines are
flexible, allowing it to entertain submissions on a wide variety of underlying lines of businesses, risk classes,
industries, and geographic territories. In its start-up year of 2004, Berkley Risk Solutions put in place the
foundations for an appropriate market presence.

Berkley Underwriting Partners, LLC provides admitted and non-admitted carrier support for commercial
casualty program business written through select program administrators. It emphasizes small to medium-
sized opportunities where the administrator has unique product expertise and BUP provides the centralized
operating platform, offering management expertise, reinsurance support, and financial resources to fulfill
common goals. This structure allows programs to thrive at levels which could not otherwise sustain the
costs associated with being a standalone business entity. Its preferred program characteristics include
programs of $10 million or greater with a focused market niche and closely held ownership. BUP con-
centrates on programs with a commercial casualty focus and minimal or incidental property exposure to
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the overall program. In 2004, BUP added four new programs to its portfolio and continued to build and
strengthen its organizationa! capabilities. The year closed with an increase of 45% in net premiums written
to $42 million.

B F Re Underwriters, LLC is a casualty facultative reinsurance underwriter serving clients nationwide on
a direct basis through a network of seven strategically located regionat offices that provide product line
support, technology applications, and underwriting and claims consultation. Reinsurance products include
automatic, semi-automatic, and individual risk-assumed reinsurance based upon a company’s reinsurance
needs. 2004 was an excellent year for B F Re, with significant increases in activity, written premium volume
and profitability. 2004 saw an increase of 38% in net premiums written to $77 million. With its direct
marketing strategy and diverse staff with extensive experience in their focal territories, B F Re has become
well positioned since its start-up in 2002 to become a significant player in the facultative market.

Fidelity & Surety Managers, LLC is a professional and dedicated reinsurance underwriting facility for small
to medium-sized primary surety writers that have delivered consistent profits to their companies and their
reinsurers. The risk profiles presented by the large national sureties under current reinsurance terms
and conditions were generally unattractive in 2004 and, in the current environment, Fidelity & Surety is
comfortable remaining on the sidelines until market conditions change.

200§ Outlook. wnile the opportunities afforded in the near future may not be as plentiful as in the
recent past, we feel that there are still ample possibilities to explore in the reinsurance marketplace in
2005 and beyond. With our high level of expertise, sound market knowledge, and continued discipline,
we are confident that 2005 will be an extremely healthy year for our reinsurance operations.
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International Segment

In the countries we enter, we are appreciated by our clients as a company

that is in and of the regions we serve, and one that combines that local

knowledge with the skills and expertise of a multinational enterprise. Success
in the global marketplace requires a long-range view that encompasses not

only the normal business volatility but the uncertainties of an unfamiliar
economic environment.

GRrROSS WRITTEN PREMIUMS BY UNIT SEGMENT DATA 2004 vErsus 2003
(by percentage) {(dollars in mitfions )
.......................................................................... 2O i AQQ3
| Total assets $ 196 $ 53
Argentina 93% .
asia 7% Tortal revenues 82 71
Pre-tax income 7 3
GAAP combined ratio 97% 97 %
Return on equity 8% 11%

Segment Qverview. Our international business is conducted through Berkley International, LLC,
a joint venture with a subsidiary of The Northwestern Mutual Life Insurance Company. W. R. Berkley
Corporation owns 65% of the venture and holds management responsibility. Our performance in the
global marketplace is characterized by those same strategies that have shaped our success throughout
the W. R. Berkley operation. In each of our international markets, we have effectively transplanted our
philosophy of building a decentralized structure that allows our products and services to be tailored to
the local environment. We have combined that organizational structure with our ability to gather talented,
responsible local professionals who understand our entrepreneurial spirit while upholding a set of shared
corporate values. In each area of the world where we do business, our strategy is to create a local company
with a local character and flavor, and one that is internationally sound. This unique blend of ability and
adaptability has earned us the appreciation of our agents, brokers and clients, and the respect of our com-
petitors and local regulators. It is a competitive advantage that no one else in our markets is able to offer.

Operating Units. In Argentina, business is operated through Berkley International Argentina S.A.,
and its operating units, Berkley International Seguros and Berkley International ART. We offer a2 wide variety
of property, liability, surety and workers’ compensation insurance products and services in commercial and
personal lines. Despite increased competition, our Argentine companies continued to secure a healthy
book of business in 2004, with an increase of 14% in written premiums and a sound combined ratio of
91%. Consolidated pre-tax income was up 65% for ail lines. In 2005, we are looking to leverage our strong
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market position, management structure, and financial resources to take advantage of some of the unique
expansion opportunities that exist in the Argentine market. We are currently considering other markets

as well in Latin America where our business model would operate successfully, such as Chile, Uruguay,

Brazil, and Mexico.

We entered the Asian/Pacific market via the Philippines in 1997 with a product and business model that
were unique for that market and for W. R. Berkley Corporation. Direct marketing of a financial product was
new 1o that particular market and culture; and, we were offering a savings product for the first time in our
history — an endowment policy to pre-fund educational expenses and retirement income. Within three
years, we became one of the major providers of educational products in that marketplace, due to the
effectiveness of our direct distribution approach. Today, we are recognized as one of the top leaders in that
market, and, one of the most financially sound. Our penetration of the Philippine market is an example of
how we do business — by successfully adapting to local needs, cultures and practices, and by providing
high-guality products and services through local distribution channels. In 2004, we invested time and
resources in improving the quality of services and upgrading processes in our Philippine operation. With
a solid operational foundation in place, we are focusing on new growth cpportunities and on strengthening
our position as a top educational plan seller with an enhanced management team in 2005.

2005 Outlook. The challenges that lie ahead in 2005 are those that we face in every part of our
enterprise — continuing to identify the right people in the right environments to pursue the right opportunities.
We anticipate devoting even more energy in this regard to allow expansion of our property casualty business
presence in the Latin American market, We are looking to develop opportunities for replicating the distri-
bution model of our Philippine operation in selected places in both Central and South America.

28 / W.R. BERKLEY CORPORATION




2004 FINANCIAL DATA

W. R. Berkley Corporation
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Financial Data

FinancraL DaTa
(amounts in thousands, except per share data)

Years.ended December 3 0o X ol Y S eXolok S eXole TS X e S 2000.
Net premiums written $ 4,266,361 $ 3,670,515 $ 2,710,490 $ 1,858,096 $ 1,506,244
Net premiums earned 4,061,092 3,234,610 2,252,527 1,680,469 1,491,014
Net investment income 291,295 210,056 187,875 195,021 210,448
Service fees 109,344 I0I,715 86,095 75,771 68,049
Realized investment and

foreign currency gains (losses) 48,268 81,692 37,070 (11,494) 8,364
Total revenues 4,512,23§ 3,630,108 2,566,084 1,941,797 1,781,287
Interest expense 66,423 54,733 45,475 45,719 47,596
Income {loss) before income taxes 638,513 489,304 259,433 (151,394) 40,851
Income tax (expense) benefit (196,235) (150,626) (84,139) 56,661 (2,451)
Minority interest (3,446) (1,458) (249} 3,187 (2,162)
Income (loss) before change in accounting 438,832 337,220 175,045 (91,546) 36,238
Cumulative effect of change in accounting (727) - - - -
Net income (loss) 438,105 337,220 175,045 (91,546) 36,238
Data per common share:

Income (loss) per basic share §.22 4.06 2.29 (1.39) .63

Income {loss) per diluted share 4.97 3.87 2.21 (1.39) 62

Stockholders’ equity 25.03 20.14 16.12 12.45 11.79

Cash dividends declared .28 .28 .24 .24 .24
Weighted average shares outstanding:

Basic 83,961 83,124 76,328 65,562 57,672

Diluted 88,181 87,063 79,385 68,750 58,481
Investments ‘! $ 8,341,944 $ 6,480,713 $ 4,663,100 $ 3,607,586 $ 3,112,540
Total assets 11,451,033 9,334,685 7,031,323 5,633,509 §,022,070
Reserves for losses and loss expenses $:449,611 4,192,091 3,167,925 2,763,850 2,475,805
Junior subordinated debentures 208,286 193,336 198,251 198,210 198,169
Senior notes and other debt 808,264 659,208 362,985 370,554 370,158
Stockholders! EQUIN ..o cseesecensesseeann: 2,009,702 ccomecrreens Ty 88255602 533 5059 e 93 Ta 5O S 680,896,

@ Including cash and cash equivalents, trading account receivable from brokers and clearing organizations, trading account securities sold but not
yet purchased and unsettled purchases.

PasT Pricés oF COMMON STOCK

OO OO OO Price Rangsi.......... Eligh s LOW.iiiervveviramnrrerriensssen, Commen. Rividends Paid Per.Share.
2004 Fourth Quarter $ 47.40 $ 38.90 $ .07
Third Quarter 44.15 38.90 .07
Second Quarter 43.80 38.25 .07
et ne FIESt QUALTEN .. 42089 e BADS ettt n et ansese s e e e s s e Q7.
2003 Fourth Quarter $ 36.93 $ 31.55 $ .07
Third Quarter 36.01 31.27 .07
Second Quarter 35.73 27.83 .07
cereeerees s Flrst QUATTEE e reeceniesrrcanseanene 2889 e Fhe3 Dieceriereerecemmieneonesmissetens s et 07
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Management’s Discussion and Analysis

of Financial Condition and Results of Operations

Overwew. W. R. Berkley Corporation is an insurance holding company that provides, through its subsidiaries,
commercial property casualty insurance products and services. The Company’s principal focus is casualty business.
The Company’s primary sources of revenues and earnings are insurance and investments.

The profitability of the Company’s insurance business is affected primarily by the adequacy of premium rates.
The ultimate adequacy of premium rates is not known with certainty at the time a property casuatty insurance pol-
icy is issued because premiums are determined before claims are reported. The ultimate adequacy of premium
rates is affected mainly by the severity and frequency of claims, which are influenced by many factors, including
natural and other disasters, regulatory measures and court decisions that define and change the extent of coverage
and the effects of economic inflation on the amount of compensation due for injuries or losses. General insurance
prices are also influenced by available insurance capacity, i.e., the level of policyholders' surplus employed in the
industry, and the industry’s willingness to deploy that capital.

An insurer’s profitability is also affected by its investment income. The Company's invested assets, which
are derived from its own capital and cash flow from its insurance business, are invested principally in fixed income
securities. The return on fixed income securities is affected primarily by general interest rates and the credit quality
and duration of the securities. The Company also invests in equity securities, including equity securities related to
merger arbitrage and convertible arbitrage strategies. Investment returns are impacted by government policies and
overall economic activity.

Critical ACCOUI‘ltiIlg Estimates. The following presents a discussion of accounting policies and
estimates relating to reserves for losses and loss expenses and assumed premiums. Management believes these
policies and estimates are the most critical to its operations and require the most difficult, subjective and complex
judgments.

Reserves for Losses and Loss Expenses. To recognize liabilties for unpaid losses, either
known or unknown, insurers establish reserves, which is a balance sheet account representing estimates of future
amounts needed to pay claims and related expenses with respect o insured events which have occurred. Estimates
and assumptions relating to reserves for losses and loss expenses are based on complex and subjective judgments,
often including the interplay of specific uncertainties with related accounting and actuarial measurements. Such
estimates are also susceptible to change as significant periods of time may elapse between the occurrence of an
insured loss, the report of the loss to the insurer, the ultimate determination of the cost of the loss and the insurer’s
payment of that loss.

In general, when a claim is reported, claims personnel establish a “case reserve” for the estimated amount
of the ultimate payment. The estimate represents an informed judgment based on general reserving practices and
reflects the experience and knowledge of the claims personnel regarding the nature and value of the specific type
of claim. Reserves are also established on an aggregate basis to provide for losses incurred but not yet reported
to the insurer, potential inadequacy of case reserves and the estimated expenses of settling claims, including legal
and other fees and general expenses of administrating the claims adjustment process. Reserves are established
based upon the then current legal interpretation of coverage provided.

In examining reserve adequacy, several factors are considered in addition to the economic value of losses.
These factors include historical data, legal developments, changes in social attitudes and economic conditions,
inctuding the effects of inflation. The actuarial process relies on the basic assumption that past experience, adjusted
judgmentally for the effects of current developments and anticipated trends, is an appropriate basis for predicting
future outcomes. Reserve amounts are necessarily based on management’s informed estimates and judgments
using currently available data. As additional experience and other data become available and are reviewed, these
estimates and judgments may be revised. This may result in reserve increases or decreases that would be reflected
in our results in periods in which such estimates and assumptions are changed.

Reserves do not represent an exact calculation of liability. Rather, reserves represent an estimate of what
management expects the ultimate settlement and claim administration will cost. While the methods for establishing
the reserves are well tested over time, some of the major assumptions about anticipated loss emergence patterns
are subject to unanticipated fluctuation. These estimates, which generally involve actuarial projections, are based
on management’s assessment of facts and circumstances then known, as well as estimates of future trends in claims
severity and frequency, judicial theories of liability and other factors, including the actions of third parties which are
beyond the Company's control. These variables are affected by internal and external events, such as inflation and
economic volatility, judicial and litigation trends, reinsurance coverage and legislative changes, which make it more
difficuit to accurately predict claim costs. The inherent uncertainties of estimating reserves are greater for certain
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types of liabilities where long periods of time elapse before a definitive determination of liability is made. Because
setting reserves is inherently uncertain, the Company cannot assure that its current reserves will prove adequate
in light of subsequent events.

Loss reserves included in the Company’s financial statements represents management’s best estimates
and are based upon an actuarially derived paint estimate. The Company uses a variety of actuarial techniques
and methods to derive the actuarial point estimate. These methods include paid loss development, incurred loss
development, paid and incurred Bornhuetter-Ferguson methods and frequency and severity methods. In circum-
stances where one actuarial method is considered more credible than the others, that method is used to set the
point estimate. Otherwise, the actuarial point estimate is based on a judgmental weighting of estimates produced
from each of the methods considered. Industry loss experience is used to supplement the Company’s own data in
selecting “tail factors” and in areas where the Company's own data is limited. The actuarial data is analyzed by line
of business, coverage and accident or policy year, as appropriate, for each operating unit.

The establishment of the actuarially derived loss reserve point estimate also includes consideration of quali-
tative factors that may affect the ultimate losses. These qualitative considerations include, among others, the impact
of re-underwriting initiatives, changes in the mix of business, changes in distribution sources and changes in policy
terms and conditions. Examples of changes in terms and conditions that can have a significant impact on reserve
levels are the use of aggregate policy limits, the expansion of coverage exclusions, whether or not defense costs are
within policy limits, and changes in deductibles and attachment points.

The key assumptions used to arrive at the best estimate of loss reserves are the expected loss ratios, rate
of luss cost inflation, and reported and paid loss emergence patterns. Expected loss ratios represent management’s
expectation of losses at the time the business is written, before any actual claims experience has emerged. The
expectation is a significant determinant of ultimate losses and reserves for recently written business where there
is little paid or incurred loss data to consider. Expected loss ratios are generally derived from historical loss ratios
adjusted for the impact of rate increases, loss cost trends and known changes in the type of risks underwritten,
Expacted loss ratios are estimated for each key line of business within each operating unit. Expected loss cost
inflation is particularly important for the long-tail lines, such as excess casualty, and claims with a high medical
component, such as workers' compensation. Reported and paid loss emergence patterns are used to project cur-
rent reported or paid loss amounts to their ultimate settlement value. Loss development factors are based on the
historical emergence patterns of paid and incurred losses, and are derived from the Company’s own experience and
industry data. The paid loss emergence pattern is also significant to excess and assumed workers' compensation
reserves because those reserves are discounted to their estimated present value based upon such estimated pay-
out patterns. Management believes the estimates and assumptions it makes in the reserving process provide the
best estimate of the ultimate cost of settling claims and related expenses with respect to insured events which
have occurred.

While management has used its best judgment in establishing its estimate of required reserves, different
assumptions and variables could lead to significantly different reserve estimates. Two key measures of 10ss activity
are loss frequency, which is a measure of the number of claims per unit of insured exposure, and loss severity,
which is a measure of the average size of claims. Factors affecting loss frequency include the effectiveness of loss
controls and safety programs and changes in economic activity or weather patterns. Factors affecting loss severity
include changes in policy limits, retentions, rate of inflation and judicial interpretations. If the actual level of loss
frequency and severity are higher or lower than expected, the ultimate reserves will be different than management’s
estimate. For example, if loss frequency and severity for a given year are each 1% higher than expected for all lines
of business, ultimate loss costs for that year would be 2.01% higher than expected. The effect of higher and lower
levels of loss frequency and severity levels on our ultimate costs for claims occurring in 2004 would be as follows
(daliars in thousands):

Change in both loss frequency Ultimate costs of claims Change in cost of claims
and.severity. for. all Hnes.0f BUSINESS .....coocerressrrnr e rcsssees ! QECULEING. I 2OQ . cer crerarsaeereneecsmmesmmreseseessssssnssesseessssen! QECMIRING.IN. 2004..
3% higher 2,373,085 136,225
2% higher 2,327,229 90,369
1% higher 2,281,821 44,961
Base scenario 2,236,860 —
1% lower 2,191,899 (44,961)
2% lower 2,146,491 (90,369)
BIBOWET ..ttt s EIR Koo T OSSR (136,225)
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Our reserves for losses and loss expenses of $4.7 hillion as of December 31, 2004 relate to multiple accident
years. Therefore, a change in frequency or severity for more than one accident year would be higher or lower than
the amounts reflected on the previous page.

Approximately $1.4 billion, or 29%, of the Company's net loss reserves relate to assumed reinsurance busi-
ness. There is a higher degree of uncertainty and greater variability regarding estimates of assumed loss reserves
because those estimates are based, in part, upon information received from ceding companies. If information
received from ceding companies is not timely or correct, the Company’s estimate of ultimate losses may not be
accurate. Furthermore, due to delayed reporting of claim information by ceding companies, the claim settlement
tail for assumed reinsurance is extended. Management considers the impact of delayed reporting in its selection
of assumed loss development factors.

Information received from ceding companies is used to set initial expected loss ratios, to establish case
reserves and to estimate reserves for incurred but not reported losses. This information, which is generally provided
through reinsurance intermediaries, is gathered through the underwriting process and from periodic claim reports
and other correspondence with ceding companies. The Company performs underwriting and claim audits of selected
ceding companies to determine the accuracy and completeness of information provided to the Company. The infor-
mation received from the ceding companies is supplemented by the Company's own loss development experience
with similar lines of business as well as industry loss trends and loss development benchmarks.

Following is a summary of the Company’s reserves for losses and 10ss expenses by business segment as of
December 31, 2004 and 2003 (dollars in thousands):

.............................................................................................................................................................................................................. 2Q04
Specialty $ 1,637,204
Regional 760,440
Alternative Markets 944,546
Reinsurance 1,350,531
International 30,121

Net reserves for losses and loss expenses 4,722,842

Ceded reserves for losses and loss expenses 726,769
35088 1ESETYES £ 10565 AN, LOSS EXPENISER . ovovvnireverreereeereeesseerecsseesssseme s seessesssecs s sasesssess sessrenanaassressscanessesesssesees $..5,449,611

Following is a summary of the Company’s net reserves for losses and loss expenses by major line of busi-
ness as of December 31, 2004 and 2003 (dollars in thousands):

................................................................................ Reparted. Case. RESEIVES..ovvrrerrnrernvarirnnnnnn duEUERED DUt.nOL Reparted.............
December 31, 2004
General liability $ 538,042 $ 1,025,677
Workers’ compensation 556,250 605,906
Automobile 231,435 144,009
Other 112,481 158,511

Total primary 1,438,208 1,934,103
Reinsurance 574,752 775,779
TOTAL e esenese st 5. 2,012,980 oot $..2,709:882 ...
December 31, 2003
General liability $ 395,603 § 678,427
Workers” compensation 488,280 374,620
Automobile 181,419 124,772
Other 100,941 115,451

Total primary 1,166,243 1,293,270
Reinsurance 475,561 §70,221
TOTAL vt ssescsemesesiens s $. B4 T804 e $..1,863,491 ...

L SR 0Q3..

$ 1,141,538
623,199
668,041
1,045,782
26,735
3,505,295
686,796
......... $.. 4:1.92,001..

......................... Toral.

$ 1,563,719
1,162,156
375,444

270,992
3,372,311
1,350,531

D 4:7.22,842..

$ 1,074,030
862,900

306,191

216,392
2,459,513
1,045,782
......... $..3.505,295.
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For the year ended December 31, 2004, the Company reported losses and foss expenses of $2.6 billion
of which $295 million represented an increase in estimates for claims occurring in prior years. The increases in
estimates for claims occurring in prior years were $186 million for primary business ($95 million for specialty,
$51 million for alternative markets, $36 million for regional and $4 million for international) and $109 million for
assumed reinsurance. The estimate for claims occurring in accident years prior to accident year 2003 increased
by $330 million and the estimate for claims occurring in accident year 2003 decreased by $35 million.

Case reserves for primary business increased 23% to $1.4 billion as a result of a 0.5% decrease in the num-
ber ¢f outstanding claims and a 24% increase in the average case reserve per claim. Reserves for incurred but
not reported losses for primary business increased 50% to $1.9 billion at December 31, 2004 from $1.3 hillion
at December 31, 2003. The increase in prior year reserves for direct business of $186 million was primarily
related to the general lizbility and workers' compensation lines of business, which increased $124 million and $58
millicn, respectively. The increases in prior year reserves reflects upward adjustments in prior year loss ratios to
recognize that claim costs for certain classes of business are emerging over a longer period of time and at a higher
level than expected. The increases also reflect higher than expected legal expenses for certain classes of busi-
ness as well as higher than expected medical costs, including prescription drugs and rehabilitation expenses,
for workers compensation claims.

Case reserves for reinsurance business increased 21% to $575 million at December 31, 2004 from $476
million at December 31, 2003. Reserves for incurred but not reported losses for reinsurance business increased
36% to $776 million at December 31, 2004 from $570 million at December 31, 2003. The increase in prior year
reserves for reinsurance business was primarily a result of higher than expected claims reported by ceding compa-
nies. The Company sets its initial loss estimates based principally upon information obtained during the underwriting
process and adjusts these estimates as additional information becomes available. As certain reinsurance contracts
have matured, the Company has adjusted its estimates of ultimate losses to reflect a higher level of known losses
as well as a pattern of delayed loss reporting by some ceding companies. Most of the increase in prior year reserves
for reinsurance relates to business written from 1998 through 2001.

Assumed Premiums. The Company estimates the amount of assumed reinsurance premiums that it
will receive under treaty reinsurance agreements at the inception of the contracts. These premium estimates are
revised as the actual amount of assumed premiums is reported to the Company by the ceding companies. As
estimates of assumed premiums are made or revised, the related amount of earned premium, commissions and
incurred losses associated with those premiums are recorded. Estimated assumed premiums receivable were
approximately $159 million at December 31, 2004. The assumed premium estimates are based upon terms set
forth in the reinsurance agreement, information received from ceding companies during the underwriting and
negotiation of the agreement, reports received from ceding companies and discussions and correspondence with
reinsurance intermediaries. The Company’s also considers its own view of market conditions, economic trends and
experience with similar lines of business. These premium estimates represent management's best estimate of the
ultimate premiums to be received under its assumed reinsurance agreements.

34 / W.R. BERKLEY CORPORATION




Business Segment Results. Following is a summary of net premiums written, premiums earned,
loss ratios (losses and loss expenses incurred expressed as a percentage of premiums earned), expense ratios
(underwriting expenses expressed as a percentage of premiums earned) and combined ratios (sum of loss ratio and
expense ratio) for each of our business segments for the years ended December 31, 2004, 2003 and 2002. The
combined ratio represents a measure of underwriting profitability, excluding investment income. A combined ratio
in excess of 100 indicates an underwriting loss; a number below 100 indicates an undenwriting profit.

(DOUALS. N TROUSANGSL ... s evveernrrcerecvins s asesseecsssesss s ssstsssssa s es s st b s 20 kX oTe T SO 2002
Specialty Gross premiums written $ 1,675,320 $ 1,428,218 $ 1,027,676
Net premiums written 1,581,180 1,295,570 939,929
Premiums earned 1,466,840 1,117,781 772,696
Loss ratio 62.0% 63.3% 63.7%
Expense ratio 25.2% 24.9% 25.7%
e COmBINEA FALO. e et 87220, v 88.2% e 89.4%..
Regional Gross premiums written $ 1,295,659 $ 1,154,772 $ 955,150
Net premiums written 1,128,800 963,988 776,577
Premiums earned 1,068,552 880,597 705,385
Loss ratio 55.7% 56.3% 59.1%
Expense ratio 31.2% 31.2% 32.4%
e COMBINEAFALQ. v vevveerrrcnveenneessesnsscerreessnccermsesas s ssssmmessaeser e 86.9%ccevveererrnccnriens 875 % QL5 T
Alternative Markets Gross premiums written $ 707,878 $ 557,038 $ 348,954
Net premiums written 616,282 482,389 305,357
Premiums earned 583,693 410,926 235,558
Loss ratio 70.5% 68.6% 66.7%
Expense ratio 21.5% 24.6% 29.6%
st COMBINEA FALIO. ... csess st s seenreeereenned 92000 932 % ccrrrerenrri e 9823 %0,
Reinsurance Gross premiums written $ 963,135 $ 1,031,155 $ 769,827
Net premiums written 865,559 861,457 601,969
Premiums earned 870,827 760,558 398,287
Loss ratio 69.4% 69.6% 75.0%
Expense ratio 29.3% 29.5% 31.7%
e et COMBINEAFATIO. .o senieerecessse s ssss s sssesemensesens 98 7% ceverrcrieeneenonns 990X %0 BOBT S
Inrernational Gross premiums written $ 82,136 $ 72,232 $ 87,265
Net premiums written 74,540 67,111 79,313
Premiums earned 71,180 64,748 89,284
Loss ratio 55.2% 54.4% 54.2%
Expense ratio 42.0% 42.3% 51.3%
OO COMBINEAEALIO. e veevrercceeree e ecnenisneseserismssnece st LT 2% B TR 9657 Koo 105.5%..
Discontinued Gross premiums written $ - $ - $ 19,355
Net premiums written — — 7,345
.................................................... PREmitmMS.SAINE. ... crercrccernescerccennneneserecesssssssscssnsecssnessassesssesecsns Teesssssssonsosssseseresessesses Tesserererscesensenece 5 Do 3 A 7
Consolidated Gross premiums written $ 4,724,128 $ 4,243,415 $ 3,208,227
Net premiums written 4,266,361 3,670,515 2,710,490
Premiums earned 4,061,092 3,234,610 2,252,527
Loss ratio 63.0% 63.4% 65.0%
Expense ratio 27.4% 28.0% 30.4%
e e COMBIRE.FALIR.covocovecrecrrvcrirnrensserean s cessssseress s scanscss s sessenanes 90:4 v, {23 RV SR 95.4%..
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Results of Operations For the Years Ended December 31, 2004
and 2003 . The following table presents the Company’s net income and net income per share for the years
ended December 31, 2004 and 2003 (amounts in thousands, except per share data).

.............................................................................................................................................................................................................. 204 BQR3
Net income $ 438,105 $ 337,220
Weighted average diluted shares 88,181 87,063
N ELANCOME. PELAIUTEASIAIE ... essse st sese st s ia s be s st S R A B 3.87..

The increase in net income in 2004 compared with 2003 reflects higher profits from underwriting activity and
investment income. The improvement in underwriting results is attributable to a 26% increase in earned premiums,
a 0.4 percentage point decrease in the Joss ratio (losses and loss expenses incurred expressed as percentage of
earned premiums) and a 0.6 percentage point decrease in the expense ratio (underwriting expenses expressed as
a percentage of premiums earned). The increase in investment income is the result of a 35% increase in average
invested assets arising primarily from cash flow provided by operating and financing activity.

Gross Premiums Written. Gross premiums written were $4.7 billion in 2004, up 11% from 2003.
The increase in gross premiums written in 2004 was a result of higher prices as well as new business. Although
prices generally increased during 2004, the Company is experiencing an increased level of price competition. A
summary of gross premiums written in 2004 compared with 2003 by business segment follows:

> Specialty gross premiums increased by 17% to $1.7 billion in 2004 from $1.4 billion in 2003 due to higher
prices and new business. The number of policies issued in 2004 increased 1%, and the average premium per
policy increased by 16%. The estimated price increase for renewal policies, adjusted for changes in coverage,
was 5% in 2004. The increases in specialty gross premiums by major business line were 15% for premises
operations, 23% for professional liability, 21% for automobile and 45% for products liability. The increase in
products liability included approximately $52 million related to a renewal rights transaction completed in July
2004. Specialty property lines gross premiums decreased by 2%.

> Regional gross premiums increased by 12% to $1.3 billion in 2004 from $1.2 billion in 2003. The increase
generally reflects higher prices and new business. The number of policies issued in 2004 increased 2%, and
the average premium per policy increased by 12%. The estimated price increase for renewal policies, adjusted
for changes in coverage, was 4% in 2004. The increases in regional gross premiums by major business line were
12% for commercial multiple peril, 13% for automobile and 10% for workers’ compensation. Gross premiums
from assigned risk plans decreased by 5%.

> Alternative markets gross premiums increased by 27% to $708 million in 2004 from $557 million in 2003 due
to higher prices and new business. The number of policies issued in 2004 increased 8%, and the average pre-
mium per policy increased by 12%. The estimated price increase for renewal policies, adjusted for changes in
coverage, was 14% in 2004. The increases in alternative markets gross premiums by major business line were
22% for excess workers’ compensation, 9% for primary workers’ compensation and 109% for assigned risk
plans. Assigned risk premiums are written on behalf of assigned risk plans managed by the Company and are
100% reinsured by the respective state-sponsored assigned risk pools.

> Reinsurance gross premiums decreased by 7% to $363 million in 2004 from $1,031 million in 2003. Reinsurance
written through Lioyd’s decreased 14% to $212 million due to a planned reduction in that business which the
Company expects to continue in 2005. Reinsurance written in the U.S. decreased 4% to $751 million. The
decrease in business written in the U.S. includes a decline of $59 million as a result of the discontinuance of a
facultative reinsurance relationship with a particular ceding company. Gross premiums written from this ceding
company of $61 million in 2004 will not be renewed in 2005.

> International gross premiums increased by 14% to $82 million in 2004 from $72 million in 2003.
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Net Premiums Written. Net premiums written were $4.3 billion in 2004, up 16% from 2003. Net

premiums grew more than gross premiums due to a reduction in the portion of gross premiums ceded to reinsur-
ers. The decrease in premiums ceded to reinsurers was a result of the termination of an aggregate reinsurance

agreement on December 31, 2003 and to the planned reduction in reinsurance purchases. Premiums ceded under
the aggregate reinsurance agreement were $153 million in 2003.

Net Premiums Earned. net premiums earned increased 26% to $4.1 billion fram $3.2 billion in
2003. Insurance premiums are earned ratably over the policy term, and therefore premiums earned in 2004 are
related to premiums written during both 2003 and 2004. The 26% growth rate for 2004 earned premiums reflects
the underlying growth in net premiums written of 35% in 2003 and 16% in 2004.

Net Investment Income. following is 2 summary of net investment income for the years ended
December 31, 2004 and 2003 (dollars in thousands):

Amount Average Yield

O PP OO PO PP TP PTOUPPOTPPOPO AZQQ4 i 20Q3 s Q0 A0Q3..
Fixed maturity securities, including cash $ 242,270 $ 209,479 3.9% 4.5%
Arbitrage trading account 13,743 8,110 3.7% 2.7%
Other equity securities and investments in affiliates 37,911 25,931 7.0% 7.1%
Orther (58) 827

Gross investment income 293,866 244,347 4.1% 4.6%
Interest on funds held under reinsurance

treaties and investment expenses (2,571) (34,291)
TOTAL vttt s nee s serene $..291,295. .o $.210,056...

Net investment income increased 39% to $291 million in 2004 from $210 million in 2003. Average invested
assets (including cash and cash equivalents) increased 35% to $7.2 billion in 2004 compared with $5.3 billion in
2003. The increase was a result of cash flow from operations and the proceeds from senior notes issued during
2004 and 2003. The average annualized gross yield on investments was 4.1% in 2004 compared with 4.6% in
2003. The lower yield on fixed maturity securities 2004 reflects the decrease in general interest rate levels, an
increase in the portion of the portfolio invested in tax-exempt securities and a planned reduction in the portfolio
duration. Interest on funds held under reinsurance treaties decreased by $32 million due to the termination of an
aggregate reinsurance agreement on December 31, 2003.

Realized Investment and Foreign Currency Gains. Realized investment and for-
eign currency gains result from sales of securities and from provisions for other than temporary impairment in
securities. Realized investment and foreign currency gains of $48 million in 2004 and $82 million in 2003 resulted
primarily from the sale of fixed income securities in order to decrease the duration of the portfolio and to increase
the portion of the portfolio invested in municipal securities. Charges for the permanent impairment of investments
were $2.8 million and $0.4 million in 2004 and 2003, respectively.

Service Fees. The alternative markets segment offers fee-based services to help clients develop and
administer self-insurance programs, primarily for workers’ compensation coverages. Service fees increased 8%
in 2004 compared with 2003 primarily as a result of an increase in service fees for managing assigned risk plans
in twelve states.
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Losses dﬂd Loss Expenses. Losses and loss expenses increased 25% to $2.6 billion in 2004 from
$2.1 billion in 2003 primarily as a result of the increased premium volume. The consalidated loss ratio decreased
to 63.0% in 2004 from 63.4% in 2003 primarily as a result of the impact of increased pricing as well as improved
terms and conditions. The underwriting improvements were partially offset by an increase in weather-related losses
($60 million in 2004 compared with $38 million in 2003) and by an increase in additions to prior year loss reserves

{$295 million in 2004 compared with $245 million in 2003). Weather-related losses in 2004 included losses of

approximately $34 million from four hurricanes during the third quarter. A summary of loss ratios in 2004 compared
with 2003 by business segment follows:

> Specialty’s loss ratio was 62.0% in 2004 compared with 63.3% in 2003 principally due to increased pricing
levels, lower reinsurance costs and a decrease of $7 million in additions to prior year reserves.

> The regional loss ratio decreased to 55.7% in 2004 from £6.3% in 2003 primarily as a result of increased
pricing levels, lower reinsurance costs and lower weather-related losses ($28 million in 2004 compared with
$38 million in 2003).

> Alternative market’s loss ratio was 70.5% in 2004 compared with 68.6% in 2003. The higher loss ratio in 2004
reflects an increase of $28 million in additions to prior year reserves and an increase of $10 million in loss
reserve discount amortization.

> The reinsurance loss ratic was 69.4% in 2004 compared with 69.6% in 2003. The decrease reflects increased
pricing levels for both treaty and facultative risks, partially offset by hurricane losses of $27 million and by a
S31 million increase in additions to prior year reserves.

> The international loss ratio was 55.2% in 2004 compared with 54.4% in 2003.

Other Opemting Costs and ]Expenses. Following is a summary of other cperating costs
and expenses for the years ended December 31, 2004 and 2003 (dollars in thousands):

.............................................................................................................................................................................................................. 2004 203
Underwriting expenses $ 1,114,750 $ 905,349
Service company expenses 84,404 82,821
Other costs and expenses 48,835 47,724
TOHAL ettt eceses s RS RS RS R e $..1,247,989........8..1,935,894.

Underwriting expenses increased 23% in 2004 compared with 2003 primarily as a result of higher premium
volume. Underwriting expenses are primarily comprised of commissions paid to agents and brokers, premium
taxes and other assessments and internal underwriting costs. Commissions and assessments generally increased
at rates commensurate with the increase in premiums, while internal underwriting costs generally increased at rates
lower than the increase in earned premiums. As a result, the consolidated expense ratio decreased to 27.4% in
2004 from 28.0% in 2003.

Service company expenses, which represent the costs associated with the alternative market's fee-based
business, increased 2% to $84 million. Other costs and expenses, which represent primarily general and adminis-
trative expenses for the parent company, increased 2% to $49 million.

Interest ]Expense, Interest expense increased 21% to $66 million as a result of the issuance of $200
million of 5.875% senior notes in February 2003, $150 million of 5.125% senior notes in September 2003 and
$150 million of 6.15% senior notes in August 2004.

Income Taxes. The effective income tax rate was 31% in 2004 and 2003. The effective tax rate differs
from the federal income tax rate of 35% primarily because of tax-exempt investment income.
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Results of Operations For the Years Ended December 31, 2003 and
2002, The following table presents the Company’s net income and net income per share for the years ended
December 31, 2003 and 2002 (amounts in thousands, except per share data).

OO OO OO OO O ESS O OO ST U OO SO PSR P OO OPORUROPRTOROOOORY 2003 s 2QQ2..
Net income $ 337,220 $ 175,045
Weighted avérage diluted shares 87,063 79,385
Net nEomE. PER.AINIEA SHALE ....ooo st sessbt s enea e v, 3087 el S 2.21.

The increase in net income in 2003 compared with 2002 reflects higher profits from underwriting activity
as well as higher investment income and realized investment gains. The improvement in underwriting results
reflects higher insurance prices, improved terms and conditions and growth in more profitable lines of business.
The underwriting improvements were partially offset by additions to prior year loss reserves of $245 miilion in 2003
compared with additions to prior year loss reserves of $156 million in 2002.

Gross Premiums Written. Gross premiums written were $4.2 billion in 2003, up 32% from 2002.
The increase in gross premiums written in 2003 was a result of higher prices as well as new business. A summary
of gross premiums written in 2003 compared with 2002 by business segment follows:

> Specialty premiums increased 39% to $1.4 billion in 2003 compared with $1.0 billion in 2002 due to higher
prices and new business. The increase in premiums included a 37% increase for the Company’s three excess
and surplus lines companies, a 17% increase for commercial transportation business and a 23% increase for
Maonitor Liability Managers, Inc., which specializes in directors and officers and lawyers professional liabitity
business. Gross premiums written in 2003 also include $49 million from the Company's medical excess under-
writing unit, Berkley Medical Excess Underwriters, LLC, and $49 million from the Company's London-based unit,
W. R. Berkley Insurance (Europe), Limited.

> Regional premiums increased by 21% to $1.2 billion in 2003 compared with $955 million in 2002. The increase
generally reflects higher prices across all four regional units.

> Alternative markets premiums increased by 60% to $557 million in 2003 compared with $349 million in 2002.
The increase included a 32% increase in excess workers’ compensation business, a 90% increase in primary
workers' compensation in California and a 34% increase in primary workers’ compensation in other states. The
increases generally reflect higher prices as well as new business.

> Reinsurance premiums increased by 34% to $1,031 million in 2003 compared with $770 million in 2002. Gross
premiums written increased 86% to $347 million for facultative reinsurance, 15% to $246 million for reinsurance
of certain Lloyd's syndicates, and 19% to $438 million for other treaty business. The increase in facultative gross
premiums written in 2003 includes $59 million from the Company’s direct facultative underwriting unit, B F Re
Underwriters, LLC.

> International premiums decreased by 17% to $72 million in 2003 compared with $87 million in 2002. The
decrease was a result of a lower exchange rate for the Argentine peso and of lower life insurance premiums.

3 ] . Net premiums written were $3.7 billion in ., up 35% from . Ne
Net Premiums Written. et t $3.7 billion in 2003, up 35% from 2002. Net
premiums grew more than gross premiums due to a reduction in the portion of gross premiums ceded to reinsurers.

Net Premiums Earned. Insurance premiums are earned ratably over the term of the policy. Net
premiums earned increased 44% in 2003 compared with 2002 as a result of substantial growth in premiums
written in 2003 and 2002.
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Net Investment Income. Netinvestment income increased 12% in 2003 compared with 2002.
Average invested assets increased 37% compared with 2002 as a result of cash flow from operations and proceeds
from a secondary stock offering in November 2002 and two senior note offerings in 2003. The average yield on
investments was 4.6% in 2003 compared with 5.4% in 2002. The lower yield in 2003 reflects the decrease in
general interest rate levels as well as an increase in the portion of the portfolio invested in cash equivalents and
tax-exempt securities.

Realized Investment and Foreign Currency Gains. Realizec investment and for-
eign currency gains of $82 million in 2003 resulted primarily from the sale of fixed income securities in order to
decrease the duration of the portfolio and to increase the portion of the portfolio invested in municipal securities.
Realized investment and foreign currency gains of $37 million in 2002 included realized gains of $34 million from
the sale of securities, realized gains of $22 million as a result of foreign currency transactions related to our oper-
ations in Argentina and realized losses of $19 million as a result of permanent impairments, including $10 million
related to the impairment of investments in Argentine sovereign bonds.

Serw'ce Fees. The alternative markets segment offers fee-based services to help clients develop and
administer self-insurance programs, primarily for workers compensation coverages. Service fees increased 18%
in 2003 compared with 2002 primarily as a result of an increase in service fees for managing assigned risk plans
in ten states.

LOSS@S aﬂd LOSS Expenses, Losses and loss expenses increased 40% in 2003 compared with
2002 as a result of the increased premium volume. The consolidated loss ratio decreased to 91.4% in 2003 from
95.4% in 2002 primarily as a result of higher prices and improved terms and conditions. A summary of loss ratios
in 2003 compared with 2002 by business segment follows:

> Specialty's loss ratio was 63.3% in 2003 compared with 63.7% in 2002 as higher prices, more favorable terms
and conditions and lower reinsurance costs were offset by an increase in prior year reserves, including the
cost of the disposition of a reinsurance arbitration.

> The regional loss ratio decreased to 56.3% in 2003 from 59.1% in 2002 primarily as a result of higher prices
in 2002 and 2003. Weather-related losses for the regional segment were $37.9 million in 2003 compared with
$29.2 million in 2002.

> Alternative market's 1oss ratio was 68.6% in 2003 compared with 66.7% in 2002. The Company discounts its
liabilities for excess workers' compensation business because of the long period of time aver which losses are
paid. The increase in the loss ratio in 2003 reflects a lower discount rate for current year business and an increase
in prior year reserves.

> The reinsurance loss ratio was 639.6% in 2003 compared with 75.0% in 2002. The decrease reflects the
improved results for the current accident year as a result of higher prices for both treaty and facultative risks,
which was partially offset by the impact of adverse reserve development on prior years. The 2003 and 2002
underwriting results also reflect loss recoveries under the Company’s aggregate reinsurance agreement, which
the Company terminated as of December 31, 2003.

> The international loss ratio was 54.4% in 2003, nearly unchanged from 54.2% in 2002.
> The discontinued segment consists of regional personal lines and alternative markets assumed reinsurance,

both of which were discontinued in the fourth quarter of 2001. In 2002, the loss ratio was 98.7%, which rep-
resented the run-off of the remaining unearned premiums. There were no losses reported in 2003.
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Other Operating Costs and Expenses. Folowing is a summary of other operating costs
and expenses for the years ended December 31, 2003 and 2002 {dollars in thousands):

............................................................................................................................................................................................................. Z2QR3 i A QRZ,
Underwriting expenses $ 905,349 $ 684,583
Service company expenses 82,821 69,715
Other costs and expenses 47,724 42,907
TOTAL - reeeeemestsi st en s esestssst s e R84 A $.1.035,894.......5....797,205..

Underwriting expenses increased 32% in 2003 compared with 2002 as a result of higher premium volume.
The consolidated expense ratio decreased to 28.0% in 2003 from 30.4% in 2002. The decrease is due to a 43.6%
increase in earned premiums with no significant increase in underwriting expenses other than commissions and
premium faxes.

Service company expenses represent the costs associated with the alternative market's fee-based business.
The increase in service expenses of 19% compared with 2002 was commensurate with the increase in service fee
revenues of 18%.

Other costs and expenses represent primarily general and administrative expenses for the parent company.
Other costs and expenses increased 11% to $48 million due to higher compensation costs and to start-up costs
for new business ventures.

Interest Expense. Interest expense increased 20% to $55 million as a result of the issuance of $200
million of 5.875% senior notes in February 2003 and $150 million of 5.125% senior notes in September 2003.

Income Taxes. The effective income tax rate was 31% in 2003 and 32% in 2002. The effective tax rate
differs from the federal income tax rate of 35% primarily because of tax-exempt investment income. The decrease
in the effective rate in 2003 compared with 2002 reflects a higher level of tax-exempt securities.

Investments. As part of its investment strategy, the Company establishes a level of cash and highly liquid
short-term and intermediate-term securities that, combined with expected cash flow, is believed adequate to meet
foreseeable payment obligations. The Company also attempts to maintain an appropriate relationship between the
average duration of the investment partfolio and the approximate duration of its liabilities, i.e., policy claims and
debt obligations.

The carrying value of the Company's investment portfolio and investment-related assets as of December
31, 2004 and 2003 were as follows (dollars in thousands):

.............................................................................................................................................................................................................. e oV: RN oo . 1N
Fixed maturity securities $ 6,369,421 $ 4,293,302
Equiry securities available for sale 413,263 316,629
Equity securities trading account 280,340 331,967
Investments in affiliates 240,865 126,772
o TOEALIBVESIIIENIS. ..o cerenimscmme e eceirees ebeneses e s b 753034889 cconrccree. 5,068,670.
Cash and cash equivalents 932,079 1,431,466
Trading account receivable from brokers and clearing organization 186,479 102,257
Trading account securities sold but not yet purchased (70,667) (119,100)
Unsettled purchases (9,836) (2,580)
TIORBL bR $..8,341,944.......5..0,480,753..
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Fixed maturities:
0 — 6 months
7 — 12 months

Over 12 months

..... Total. e,

Pz'xed Maturities. The Company’s investment palicy with respect to fixed maturity securities is generally
to purchase instruments with the expectation of holding them to their maturity. However, active management of the
available for sale portfolio is considered necessary to maintain an approximate matching of assets and liabilities as
well as to adjust the portfolio as a result of changes in financial market conditions and tax considerations. At
December 31, 2004 (as compared to December 31, 2003), the fixed maturities portfolio mix was as foliows: U.S.
Government securities were 15% (14% in 2003); state and municipal securities were 54% (46% in 2003); corporate
securities were 10% (14% in 2003); mortgage-backed securities were 18% (21% in 2003); and foreign bonds
were 3% in 2004 (5% in 2003).

The Company’s philosophy related to holding or selling fixed maturity securities is based on an objective of
maximizing total return. The key factors that management considers in its decisions as to whether to hold or sell
fixed maturity securities are its expectations regarding interest rates, credit spreads and currency values. In a peried
in which management expects interest rates to rise, the Company may sell longer duration securities in order to
mitigate the impact of an interest rate rise on the market value of the portfolio. Similarly, in a period in which man-
agement expects credit spreads to widen, the Company may sell lower quality securities, and in a period in which
management expects certain foreign currencies to decline in value, the Company may sell securities denominated
in those foreign currencies. The sale of fixed maturity securities in order to achieve the objective of maximizing total
return may result in realized gains; however, there is no reason to expect these gains to continue in future peri-
ods. During 2004 and 2003, management's decisions to sell fixed maturity securities were based primarily on its
belief that interest rates were likely to rise and to a lesser extent on its expectations regarding credit spreads and
currency values.

]Equzty Securities Available fO?’ Sale. Equity securities available for sale primarily represent
investments in common and preferred stocks of publicly traded banks, utilities and real estate investment trusts.

Equity Securities T?’ddiﬂg Account. The trading account is comprised of direct investments
in arbitrage securities and investments in arbitrage-related limited partnerships that specizlize in merger arbitrage
and convertible arbitrage strategies. Merger arbitrage is the business of investing in the securities of publicly held
comganies that are the targets in announced tender offers and mergers. Convertible arbitrage is the business of
investing in convertible securities with the goal of capitalizing on price differentials between these securities and
their underlying equities. The Company increased its investment in merger arbitrage securities by $73 million
during 2004,

Investments in Affiliates. At December 31, 2004 (as compared to December 31, 2003), invest-
ments in affiliates were as follows: equity in Kiln plc was $51 million ($40 million in 2003); real estate partnerships
were $112 million ($58 million in 2003); structured finance partnerships were $61 million ($18 million in 2003);
and other investments were $17 million ($11 million in 2003).

Securities in an Unrealized Loss Position. Tre following table summarizes, for all securi-
ties in an unrealized loss position at December 31, 2004 and 2003, the aggregate fair value and gross unrealized
loss by length of time those securities have been continuously in an unrealized loss position (doliars in thousands):

Equities securities available for sale:

© — 6 months
7 — 12 months

Over 12 months

. e . 2004 2003

Number of Gross unrealized Gross unrealized

ettt er s nr e SEEUTACIES. oovvverers Fairvalug. oo, 1SS, Fairvalug....oooooiene.. JOSS.
175 $ 1,005,675 $ 4,932 $ 578,934 $ 4,541

164 798,721 9,190 21,724 437

100 189,239 4,245 14,137 603
.................................................... 4393159935635 e S T8536 7 3BT A TOS e S 5558 T
4 $ 1,448 $ 82 $ 3,215 $ 88

26,319 667 9,345 401

4 1,746 12 13,971 664
....................................................... IO e B 290513 e S TO i D 28,53 S LIS B
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At December 31, 2004, gross unrealized gains were $209 million, or 2.7% of total investments, and gross
unrealized losses were $19 million, or 0.2% of total investments. There were 270 securities, with an aggregate fair
vatue of $1.0186 billion and an aggregate unrealized loss of $14.1 million, that have been continuously in an unre-
alized loss position for more than six months. The decline in market value for these securities is primarily due to
an increase in market interest rates. Management regularly reviews its investment portfolio to determine whether
a decline in value as a result of deterioration in the financial position or future prospects of the issuer is considered
to be other than temporary. A decline in value is considered to be other than temporary where there has been a
sustained reduction in market value and there are no mitigating circumstances. If a decline in value is considered
other than temporary, the Company reduces the carrying value of the security and reports a realized 10ss on the
statement of income. Charges for permanent impairment of investments were $2.8 million and $0.4 million in
2004 and 2003, respectively.

Mar/zet RiSk. The Company’s market risk generally represents the risk of gain or loss that may result from
the potential change in the fair value of the Company's investment portfolio as a result of fluctuations in prices and
interest rates. The Company uses various models and stress test scenarios {0 monitor and manage interest rate risk.
In addition, the Company’s international businesses and securities are subject to currency exchange rate risk. As
discussed above, the Company attempts to manage its interest rate risk by maintaining an appropriate relationship
between the average duration of the investment portfalio and the aporoximate duration of its liabilities, i.e., policy
claims and debt obligations. In response to declining interest rates, the Company shortened the duration of the fixed
income portfolio from 4.8 years at December 31, 2002 to 4.1 years at December 31, 2003 and to 3.2 years at
December 31, 2004. The principal market risk for the Company’s fixed maturity securities is interest rate risk.

The following table outlines the groups of fixed maturity securities and the components of the interest rate
risk at December 31, 2004

....................................................................................................................................... Market.Yield............ Effective Duration.........
Cash and cash equivalents 2.3% .03

U. S. Government securities 2.7% 2.83

State and municipal : 3.1% 4.89
Corporate 2.9% 2.30
Foreign 6.0% 3.48
Mortgage-backed securities 4.2% I.44
cTOTAL e R B R 389

Duration is a common gauge of the price sensitivity of a fixed income portfolio to a change in interest rates.
The Company determines the estimated change in fair value of the fixed maturity securities, assuming immediate
parallel shifts in the treasury yield curve while keeping spreads between individual securities and treasury securities
static. The fair value at specified levels at December 31, 2004 would be as follows:

Estimated Fair Value of

D ANEE ML INETESELATES o cevcreresse s ressenesescaessse e et assea e see s se e bt san st sttt sas Financial Instruments.(0Q0s).........
300 basis point rise $ 6,363,838
200 basis point rise 6,622,276
100 basis point rise 6,880,713
Base scenario 7,139,150
100 basis point decline 7,385,451
200 basis point decline 7,631,751
300 DASIS. POMEFECIIIE. ..ottt et ses s s s b s st s s e a s st ssn bt raneaa 7,878,052

.......... Fair. Value.(Q0Qs)

$ 932,079
949,746
3,419,438
763,141
181,663
1,073,083
oo 9. 75319, 1.50.

Estimated Change in

........ Eair. Yalue.(000s).

§  (775,312)
(516,874)
(258,437

246,301
492,601

reeerevneesessaesren 738,992..
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Arbitrage investing differs from other types of investments in that its focus is on transactions and events
believed likely to bring about a change in value over a relatively short time period (usually four months or less). The
Company believes that this makes arbitrage investments less vulnerable to changes in general stock market condi-
tions. Potential changes in market conditions are also mitigated by the implementation of hedging strategies, including
short sales. Additionally, the arbitrage positions are generally hedged against market declines by purchasing put
optians, selling call options or entering into swap contracts. The Company’s merger arbitrage securities are primarily
expesed to the risk of completion of announced deals, which are subject to regulatory as well as transactional and
other risks.

Liquidity and Capital Resources.

Cash ]Flow Cash flow provided from operating activities was $1.6 billion in 2004, $1.4 billion in 2003 and
$1.0 billion in 2002. The increase in operating cash flow in 2004 was primarily due to a higher level of cash flow
from underwriting activities (premium collections less paid losses and underwriting expenses). Cash flow provided
by operating activities in 2004 is net of $73 million transferred to the arbitrage trading account.

As a holding company, the Company derives cash from its subsidiaries in the form of dividends, tax payments
and management fees. Maximum amounts of dividends that can be paid without regulatory appraval are prescribed
by statute. During 2005, the maximum amount of dividends which can be paid without regulatory approval is approxi-
mately $270 million. The ability of the holding company to service its debt obligations is limited by the ability of the
insurance subsidiaries to pay dividends. In the event dividends, tax payments and management fees available to
the holding company were inadequate to service its debt obligations, the Company would need to raise capital, sell
assets or restructure its debt obligations.

The Company’s subsidiaries are highly liguid, receiving substantial cash from premiums, investment income,
service fees and proceeds from sales and maturities of portfolio investments. The principal outflows of cash are
payments of claims, taxes, operating expenses and dividends. As of December 31, 2004, the insurance subsidiaries’
undiscounted reserves for loss and loss expenses were $6.0 billion. The Company estimates that approximately
$1.5 billion of those reserves will be paid in 2005 and that approximately $4.3 billion will be paid from 2005
through 2009. The Company expects its insurance subsidiaries to fund the payment of losses with cash received
from premiums, investment income and fees. In addition, the insurance subsidiaries have cash and investments
of $8.2 billion as of December 31, 2004 that are available to pay claims and other obligations as fhey become due.
The investment portfolio is highly liquid, with approximately 87% invested in marketable fixed income securities
with an average duration of 3.2 years,

Financing Activity. In August 2004, the Company issued $150 million aggregate principal amount of
6.15% senior notes due August 2019. In 2003, the Company issued $200 million aggregate principal amount
of 5.875% senior notes due February 2013, $150 million aggregate principal amount of 5.125% senior notes due
September 2010 and $12 million aggregate principal amount of 7.65% notes due June 2023. During 2003, the
Company repaid $36 million of 6.5% senior subordinated notes and $25 million of 6.71% senior notes upon their
respective maturities.

At December 31, 2004, the Company’s had senior notes, junior subordinated debentures and other debt
outstanding with a carrying value of $1,016 million and a face amount of $1,027 million. The maturities of the
outstanding debt are $40 million in 2005, $100 million in 2006, $89 million in 2008, $150 million in 2010, $200
million in 2013, $150 million in 2019, $76 million in 2022, $12 million in 2023 and $210 million in 2045.

At December 31, 2004, stockholders’ equity was $2,110 million and total capitalization (stockholders’
equity, senior notes and other debt and junior subordinated debentures) was $3,126 million. The percentage of the
Company’s capital attributable to senior notes and other debt and junior subordinated debentures was 33% at
December 31, 2004, compared with 34% at December 31, 2003,

Federal and Foreign Income Taxes. The Company files a consolidated income tax return in
the U. S. and foreign tax returns in each of the countries in which it has overseas operations. At December 31, 2004,
the Company had a deferred tax asset, net of valuation allowance, of $333 million (which primarily relates to loss
and loss expense reserves and unearned premium reserves) and a deferred tax liability of $242 million (which prima-
rily relates to deferred policy acquisition costs, unrealized investment gains and intangible assets). The realization
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of the deferred tax asset is dependent upon the Company's ability to generate sufficient taxable income in future
periods. Based on historical results and the prospects for future operations, management anticipates that it is more
likely than not that future taxable income will be sufficient for the realization of this asset.

Reinsur ance. The Company follows customary industry practice of reinsuring a portion of its exposures,
paying reinsurers a part of the premiums received on the policies it writes. Reinsurance is purchased by the Company
principally to reduce its net liability on individual risks and to protect it against catastrophic losses. Although rein-
surance does not legally discharge an insurer from its primary liability for the full amount of the policies, it does
make the assuming reinsurer liable to the insurer to the extent of the reinsurance coverage. The Company monitors
the financial condition of its reinsurers and attempts to place its coverages only with substantial and financially
sound carriers.

Effective January 1, 2005, the largest initial amount retained by the Company on any one risk is generally
$5 miftion, except for workers' compensation risks and risks underwritten by Berkley Medical Excess Undenwriters,
LLC. Workers’ compensation risks are only limited by statutory limits. For risks underwritten by Berkley Medical
Excess Underwriters, LLC, the Company retains up to $10 million. The Company also purchases facultative coverage,
where appropriate, for certain exposures or limits falling outside its treaty protection. In addition, the Company’s
U. S. property catastrophe reinsurance provides protection of up to $52.5 million for losses above $7.5 miltion.

Contractual Obligations. Following is a summary of the Company's contractual obligations as of '
December 31, 2004 (amounts in thousands):

Estimared. Payments By Reriofs c.ccioocoeccenncccrnnrnd cXolo L W 2000 Lo le v SR 2008 pXoiels RO Thereafrer.,
Reserves for losses and loss expenses $ 1,465,482 % 1,081,543 $ 806,887 § 567,784 $ 384,758 $ 1,716,916
Policyholders® account balances 8,741 5,292 4,070 11,744 15,270 20,865
Operating lease obligations 15,889 13,747 11,206 9,136 6,427 15,0714
Purchase obligations 14,561 2,047 19,724 17,796 — -
Junior subordinated debentures - - — - — 210,000
Senior notes and other debt 40,000 100,000 — 88,800 — 588,250
Other long-term liabilities reflected

on our consolidated balances sheet 12,660 75551 4,630 4,590 I,I91 2,845
..... T cvccmrrssnnnmrccnnesenninnrmnnneenre: 90 55 5.5 7533300000 5., 1,210,180, 8. 846,517, 9. 699,850......8...407,646..... 8. 2,55 3,890.

The estimated payments for reserves for losses and loss expenses in the above table represent the pro-
jected payments for gross loss and loss expense reserves related to losses incurred as of December 31, 2004,
The estimated payments in the above table do not consider payments for losses to be incurred in futures periods.
These amounts include reserves for reported losses and reserves for incurred but not reported losses. Estimated
amounts recoverable from reinsurers are not reflected. The estimated payments by year are based on historical
loss payment patterns. The actual payments may differ from the estimated amounts due to changes in ultimate
loss reserves and in the timing of the settlement of those reserves.

The Company utilizes letters of credit to back certain reinsurance payments and obligations. Outstanding
letters of credit were $12 million as of December 31, 2004. The Company has made certain guarantees to state
regulators that the statutory capital of certain subsidiaries will be maintained above certain minimum levels. In
addition, the Company has commitments to invest up to $114 million in certain investment funds.
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Off-Balance Sheet Arrangements. An off-balance sheet arrangement is any transaction, agree-
ment or other contractual arrangement involving an unconsolidated entity under which a company has (1) made

guarantees, (2) a retained or contingent interest in transferred assets, (3) an obligation under derivative instruments

classified as equity or {(4) any obligation arising out of 2 material variable interest in an unconsolidated entity that

provides financing, liquidity, market risk or credit risk support to the Company, or that engages in leasing, hedging

or research and development arrangements with the Company. The Company has no arrangements of these types
that management believes may have a material current or future effect on our financial condition, liquidity or resuits
of operations.

Management’s Report on Internal Control Over Financial Reporting.
A company's internal control over financial reporting is a process designed to provide reasonable assurance regard-
ing the reliability of financial reporting and the preparation of financial statements far external purposes in accordance
with generally accepted accounting principles. A company’s internal control over financial reporting includes those
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and
fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accor-
dance with authorizations of management and directors of the company; and (3) provide reascnable assurance
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets
that could have a material effect on the financial statements.

Because of its inherent limitations, internal contro! over financial reporting may not prevent or detect mis-
statements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting. Under the supervision and with the participation of our management, including our principal executive
officer and principal financia! officer, we conducted an evaluation of the effectiveness of our internal control over
financial reporting based on the framework in Internal Control - Integrated Framework issued by the Committee
of Soonsoring Organizations of Treadway Commission. Based on our evaluation under the framework in Internal
Control — Integrated Framework, our management concluded that our internal control over financial reporting was
effective as of December 31, 2004.

Our management’s assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2004, has been audited by KPMG LLP, an independent registered public accounting firm, as stated
in their report which is included herein.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
W. R. Berkley Corporation

We have audited management’s assessment, included in the accompanying Report of Management on Internal
Control Over Financial Reporting, that W. R. Berkley Corporation (the Company) maintained effective internal control
over financial reporting as of December 31, 2004, based on criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Crganizations of the Treadway Commission (COSQ). The
Company's management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express an opinicn
on management's assessment and an opinion on the effectiveness of the Company's internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, evaluating management’s assess-
ment, testing and evaluating the design and operating effectiveness of internal control, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis
for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principtes. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or dispasition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect mis-
statements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

In our opinion, management's assessment that the Company maintained effective internal control over
financial reporting as of December 31, 2004, is fairly stated, in all material respects, based on criteria established
in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSQ). Also, in our opinion, the Company maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2004, based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of the Company and subsidiaries as of December 31, 2004
and 2003, and the related consolidated statements of income, stockholders’ equity, comprehensive income, and
cash flows for each of the years in the three-year period ended December 31, 2004, and our report dated March 11,
2005 expressed an ungualified opinion on those consolidated financial statements.

New York, New York KPMG LLP
March 11, 2005
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
W. R. Berkley Corporation

We have audited the accompanying consolidated balance sheets of W. R. Berkley Corporation and subsidiaries as
of December 31, 2004 and 2003 and the related consolidated statements of income, stockholders’ equity, com-
prehensive income, and cash flows far each of the years in the three-year period ended December 31, 2004. These
consolidated financial statements are the responsibility of the Company's management. Qur responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assess-
ing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consclidated financial statements referred to above present fairly, in all materiaf respects,
the financial position of the Company and subsidiaries as of December 31, 2004 and 2003, and the results of their
operations and their cash flows for each of the years in the three-year period ended December 31, 2004, in con-
formity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the effectiveness of the Company’s internal control aver financial reporting as of December 31, 2004,
based on the criteria established in the Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission, and our report dated March 11, 2005 expressed an ungualified opinion
on management's assessment of, and the effective operation of, internal control over financial reporting.

New York, New York KPMG LLP
March 11, 2005
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Consolidated Statements of Income

(Dollars in thousands, except per share data)

eSO DECEIAREE. 3 Tar v ceerreeerensmers e ereces cosmeemast st sen et X ol U - XoTo ¥ SRS 2002,
Revenues:
Net premiums written $ 4,266,361 $ 3,670,515 $ 2,710,490
Change in net unearned premiums (205,269) (435,905) (457,963)
Premiums earned 4,061,092 3,234,610 2,252,527
Net investment income 291,295 210,056 187,875
Service fees 109,344 I0I,715 86,095
Realized investment and foreign currency gains 48,268 81,692 37,070
Other income 2,236 2,035 2,517
Total revenues 4,512,235 3,630,108 2,566,084
Operating costs and expenses:
Losses and loss expenses 2,559,310 2,050,177 1,463,971
Other operating costs and expenses 1,247,989 1,035,894 797,205%
Interest expense 66,423 54,733 45,475
..... TOTALERPEISES ...oovv s secenescs s enessssssssessrsssenssssessssssssesescsssssnassresssnssnnccssen 3 38 A 39 A Brvrvcrrennres B TADs BOS v 25308, 0.5 1.,
Income before income taxes and minority interest 638,513 489,304 259,433
Income tax expense (196,235) (150,626) (84,139)
Minority interest (3,446) (1,458) (249)
Income before change in accounting principle 438,832 337,220 175,045
Cumulative effect of change in accounting principle, net of taxes (727) — —
oo NEEIIEOIIE. . tneverneerasssserissesmeseseressesnsssssseneesssssnsssssesssssssssenssanssssssneserssanssssssessrennessssssssessesssssorserns 43 S LO S cerenren 83375220 b 2755045
Earnings per share:
Basic
Income before change in accounting principle $ 5.23 $ 4.06 $ 2.29
Cumulative effect of change in accounting principle, net of taxes (.o1) - —
eer DB IEOMIE vt ceeets e cevere s s se sttt $ v §:2 2. Berrrercnend 408, 2:29..
Diluted
Income before change in accounting principle $ 4.98 $ 3.87 $ 2.21
Cumulative effect of change in accounting principle, net of taxes (.or1) — —
e DNETIRCOMIE et csmntrnr e sesere st ess et e S 4:97 B 387 s 220
See accompanying notes to consolidated financial statements.
04 ANNUAL REPORT / 49



Consolidated Balance Sheets

(Dollars in thousands, except per share data)

B TTalcl 1] o745 OO O OO i XoloY. S 20Q3..

Assets
Investments:

Fixed maturity securities

$ 6,369,421

$ 4,293,302

Equity securities available for sale 413,263 316,629

Equity securities trading account 280,340 331,967

Investments in affiliates 240,865 126,772
TOEALIIVESTITIEIMLS. ..o eeereeeviceecast e sttt ee e etk 8488 e 72303588%.ccccrinnnnn. 5:068,679.
Cash and cash equivalents 932,079 1,431,466
Premiums and fees receivable 1,032,624 950,551
Due from reinsurers 851,019 804,962
Accrued investment income 69,575 54,313
Prepaid reinsurance premiums 191,381 193,693
Deferred policy acquisition costs 442,484 405,324
Real estate, furniture and equipment 162,941 143,792
Deferred Federal and foreign income taxes 90,810 35,813
Goodwill $§9,021 §9,02T
Trading account receivable from brokers and clearing organizations 186,479 102,257
Other assets 128,731 84,823
TORALASSETS et ecerensc e sensssses s sesesensss st snescssessssnirionismnesnsessssscrssssmseeonssssnsescrioessosnsios Sors B4 S 10033 verne s 903349 08 5..

Liabilities and Stockholders’ Equity
Liabilities:

Reserves for losses and loss expenses

Unearned premiums 2,064,519 1,857,895
Due to reinsurers 119,901 123,226
Trading account securities sold but not yet purchased 70,667 119,100
Policyholders® account balances 65,982 $3,405
Other liabilities 507,950 415,714
Junior subordinated debentures 208,286 193,336
Senior notes and other debt 808,264 659,208
TOTAL LARBIIEIES .ot recnese st sesesesrmi st sessssstssessssssasmosessssisesssssesenssescesessnsessssins S0 20 S T8 D 75613597.5..
Minority interest 46,1 5v1 38,148
Stockholders’ equity:
Preferred stock, par value $.10 per share:
Authorized §,000,000 shares, issued and outstanding - none — —
Common stock, par value $.20 per share:
Authorized 300,000,000 shares, issued and outstanding,
net of treasury shares, 84,272,875 and 83,537,740 shares 20,901 20,901
Additional paid-in capital 831,363 820,388
Retained earnings 1,354,489 939,911
Accumulated other comprehensive income 112,055 119,977
Treasury stock, at cost, 20,229,385 and 20,964,520 shares (209,106) (218,615)
JotAl SEOCKIQIIEES . QMY o oovor et rese bt s e bes st st e 25109570% ccvuinrens 1,682,562,
Tortal Liabilities.and. Stockholders’ EQUITE.....oocvvrvvvecuueerrrcrnrccommaemnsnsescnsecomssssssssmnsssescsoseessssssmssssmnsassssesssrsssmmesssss Soes Lo 8 S 1903300080, 953,34, 68 5.

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

(dollars in thousands, except per share data)

Years anded DECEmIDET. 3. Lo et et st bt R et eXoloY. NN o o SN 2Q02..
Common Stock: Beginning of period $ 20,901 $ 20,901 $ 19,487
Issuance of common stock — — 1,474
OSSOSO End.0f REriOd....ocorr e, $. i 20:90K.........d $ i 29590L $rnrn 20,90,
Additional paid in capital: Beginning of period $ 820,388 $ 816,223 $ 648,440
Issuance of common stock — — 165,546
Stock options exercised 5,656 2,015 2,237
Restricted stock units earned 5,152 1,927 —
Other 167 223 —
e s Rttt se st en e End.ofperiod. oo $... 831,363 ... $...820,388.........8 $..816,223.
Retained earnings: Beginning of period $ 939,911 $ 623,651 $ 467,185
Net income 438,105 337,220 175,045
Eliminations of international reporting lag — 1,776 —_
Dividends to stockholders (23,527) (22,736) (18,579}
.............................................................................. End.0f period .o 8. 153.5 4548900 8. 932,91 X 8. 023,65 1.
Accumulated other comprehensive income:
Unrealized investment gains: Beginning of period $ 120,807 $ 114,664 $ 41,731
Net change in period (11,108) 6,143 72,933
End of period 109,699 120,807 114,664
Currency translation adjustments: Beginning of period (830) (10,06T) (4,391)
Net change in period 3,186 9,231 (5,670)
End of period 2,356 (830) (10,0671}
..... Toral accumulated. other, COMPIERENSINE INCOME o vvvvcvecrrirrrrircrsmnenrssesesesssrssssissssssssssssssssesnsDern RE2)05 S 8 LED5 9T T . 8.0 BR4, 603

Treasury Stock:

Beginning of period

$ (218,615%)

§ (230,179

$ (240,857)

Stock issued under stock option plan 9,823 11,386 10,749
Other 23 178 -
Purchase of common stock (337) - (71)
........................................................................... End.of Reriod....cc e $..(209,106) 8. (22.8,615) .. 8. (230, 1701
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(amounts in thousands)
Years el DEOmIBEE. 3o ot 290 eeeeeeerennreenneed eXei ok SR 2002..
INELATGOMIE. .oeeerveeeisn e seseseeesessasstomes s e b s et e $..438,105. . $..337:220 e, $..275,045..
Unrealized holding gains on investment securities arising during the
period, net of income tax expense of $14,904, $36,544 and $37,964 20,198 59,477 94,266
Reclassification adjustment for realized gains included in net
income, net of income taxes (31,306) (53,334) (21,333)
Change in unrealized foreign exchange gains (losses) 3,186 9,231 (5,670)
Other comprehensive income (loss) (7,922) 15,374 67,263
o CQMPTENENSIVE INCAMEG . ....ovoes e es s ssbs e e sss s e st ss sttt s s e $..430,183............. $.352,594. ! $..242,308.

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

(Dollars in thousands)

S B DI, B oo tes s r ettt es et ee s en s s ranens X olo VS b Xolo L 2002..

Cash flows provided by operating activities:

Net income before change in accounting principle $ 438,832 $ 337,220 $ 175,045
Adjustments to reconcile net income to net cash flows provided by operating activities:
Realized investment and foreign currency gains (48,268) (81,692) (37,070)
Depreciation and amortization 55,034 20,324 17,944
Minority interest 3,446 1,458 249
Equity in undistributed earnings of affiliates (I4,951) (6,508) (690)
Stock incentive plan accruals 5,342 2,328 -
Change in:  Fixed and equity securities trading account 44,873 (166,326) 45,649
Premiums and fees receivable (82,073) (128,491) (278,372)
Due from reinsurers (46,057) (70,275} (19,273)
Accrued investment income (15,262) (7,979) (10,233)
Prepaid reinsurance premiums 2,312 (29,409) (60,530)
Deferred policy acquisition cost (37,160) (97,124) (84,090)
Deferred income taxes (48,059) (38,769) 41,298
Trading account receivable from brokers and clearing organizations (84,222) 75,052 174,398
Other assets (44,508) (41,804) 5,884
Reserves for losses and loss expenses 1,257,520 1,024,166 395,420
Unearned premiums 206,624 467,649 508,751
Due to reinsurers (3,325) (61,686) 45,590
Trading account securities sold but not yet purchased (48,433) 82,985 (20,875)
Policyholders® account balances (1,020) 1,785 8,480
Other liabilities 79,044 117,064 54,019
Net cash flows provided by operating activities 1,619,689 1,399,968 961,594
Cash flows used in investing activities:
Proceeds from sales, excluding trading account:  Fixed maturity securities 1,181,719 1,084,957 662,144
Equity securities 108,241 117,006 69,438
Investment in affiliates 20,212 — 2,250
Proceeds from maturities and prepayments of fixed maturity securities 560,652 696,176 291,031
Cost of purchases, excluding trading account: Fixed maturity securities (3,807,609) (2,495,088) (1,837,114)
Equity securities (193,183) (195,857) (205,780)
Other invested securities (116,914) (69,138) (458)
Net additions to real estate, furniture and equipment (41,871) (28,315) (36,570)
Other, net 6,144 (96) 24,669
Net cash used in investing activities (2,282,609) {890,355) (1,030,390}
Cash flows provided by financing activities:
Net proceeds from issuance of senior notes 147,864 356,181 -
Return of policyholders’ account balances 14,043 16,899 16,088
Receipts credited to policyholders’ account balances (446) (7,986) (35,693)
Bank deposits received I1,352 12,051 15,871
Advances from federal home Joan bank 1,265 14,650 1,250
Net proceeds from stock offerings — - 166,960
Net proceeds from stock options exercised I1,129 13,401 12,986
Purchase of junior subordinated debentures — (5,000} —
Repayment of senior notes - (60,750) (8,000}
Cash dividends to common stockholders (23,527) (27,6871) (17,872)
Purchase of common treasury shares (337) - (71)
Proceeds from (purchase of) minority shareholders (1,004) 15,337 —
Other, net 3,194 568 (22,627)
Net cash provided by financing activities 163,533 327,670 128,892
Net increase (decrease) in cash and cash equivalents (499,387) 837,283 60,096
Cash and cash equivalents at beginning of year $ 1,431,466 594,183 534,087
Cash.and.cash.equivalents. af end. Of FEAL ..o ecnisse e rssstsres s $....932,079......0n 8. 1:43 1408 ...l $...594,183..
Supplemental disclosure of cash flow information:
AREETESERALALON.EDT . e S BL260 ST r 2 & OO 5044 7.
- Federal ineame LaXES. DA . cooeoreirerrer s eesesseresessase ettt $...254,640. e S E704T 8 $..c. 19,381

See accompanying notes to consolidated financial statcements.
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Notes to Consolidated Financial Statements

For the years ended December 31, 2004, 2003 and 2002
(r) Summary of Significant Accounting Policies

(A)  Principles of consolidation and basis of presentation. The consolidated
financial statements, which include the accounts of W. R. Berkley Corporation and its subsidiaries (the “Company”),
have been prepared on the basis of accounting principles generally accepted in the United States of America
(“GAAP”). All significant intercompany transactions and balances have been eliminated. Reclassifications have been
made in the 2003 and 2002 financial statements to conform them to the presentation of the 2004 financial state-
ments. The preparation of financial statements in conformity with GAAP requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the date of the financial statements and the revenues and expenses reflected during the reporting period.
Actual results could differ from those estimates.

(B) Revenue recognition. Property Casualty — Premiums written are recorded at the inception of
the policy except audit premiums which are recorded when billed. Reinsurance premiums written are estimated
based upon information received from ceding companies and subsequent differences arising on such estimates
are recorded in the period they are determined. Insurance premiums are earned ratably over the term of the policy.
Audit premiums are earned when billed. Fees for services are earned over the period that services are provided.

Life — For investment contracts, premiums collected from policyholders are not reported as revenues but
are included in the liability for policyholders’ account balances. Policy charges for policy administration, cost of
insurance and surrender charges are assessed against policyholders' account balances and are recognized as
premium income in the period in which services are provided.

(C) Cash and cash equiualents. Cash equivalents consist of funds invested in money market
accounts and investments with an effective maturity of three months or less when purchased.

(D) Investments. The Company classifies its investments into four categories. Securities that the
Company has the positive intent and ability to hold to maturity are classified as “held to maturity” and reported
at amortized cost. Securities that the Company purchased with the intent to sell in the near-term are classified
as "trading” and are reported at estimated fair value, with unrealized gains and losses reflected in net investment
income on the statement of income. Investments in affiliates are carried under the “equity method of accounting”,
whereby the Company reports its share of the income or loss from such investments as net investment income.
The remaining securities are classified as “available for sale” and carried at estimated fair value, with unrealized
gains and losses, net of applicable income taxes, excluded from earnings and reported as a component of com-
prehensive income and a separate component of stockholders’ equity. Fair value is generally determined using
published market values.

Realized gains or losses represent the difference between the cost of securities sold and the proceeds real-
ized upon sale. The cost of securities is adjusted where appropriate to include a provision for significant decline in
value which is considered to be other than temporary. An other than temporary decline is considered to occur in
investments where there has been a sustained reduction in market value and there are no mitigating circumstances.
The Company uses the specific identification method where possible, and the first-in, first-out method in other
instances, to determine the cost of securities sold. Realized gains or losses, including any provision for decline in
value, are included in the statement of income.

(E) T?’Cldi?’lg account. Assets and liabilities related to direct investments in arbitrage securities and
investments in arbitrage-related limited partnerships are classified as trading account securities. Long portfolio
positions and partnership interests are presented in the balance sheet as equity securities trading account. Short
sales and short call options are presented as trading securities sold but not yet purchased. Unsettled trades and
the net margin balances held by the clearing broker are presented as trading account receivable from brokers and
clearing organizations. The Company’s trading account portfolio is recarded at fair value. Realized and unrealized
gains and losses from trading activity are reported as net investment income.

(F) Per share data. The Company presents both basic and diluted earnings per share (EPS) amounts.
Basic EPS is calculated by dividing net income by weighted average number of common shares outstanding during
the year. Diluted EPS is based upon the weighted average number of common and common equivalent shares

outstanding during the year and is calculated using the treasury stock method for stock incentive plans. Common
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Net income as reported

equivalent shares are excluded from the computation in periods in which they have an anti-dilutive effect. Stock
opticns for which the exercise price exceeds the average market price over the period have an anti-dilutive effect
on EPS and, accordingly, are excluded from the calculation.

(G) Deferred pOliCy Acquisition COSts. Acquisition costs (primarily commissions and
premium taxes) incurred in writing insurance and reinsurance business are deferred and amortized ratably over the
terms of the related contracts. Deferred policy acquisition costs are limited to the amounts estimated to be recov-
erable from the applicable unearned premiums and the related anticipated investment income after giving effect
to anticipated losses, loss adjustment expenses and expenses necessary to maintain the contracts in force.

(H) Reserves ][07’ lOSSBS and IOS.S expenses. Reserves for losses and 10ss expenses are
an accumulation of amounts determined on the basis of (1) evaluation of claims for business written directly by the
Company; (2) estimates received from other companies for reinsurance assumed by the Company; and (3) estimates
for losses incurred but not reported (based on Company and industry experience). These estimates are periodically
reviewed and, as experience develops and new information becomes known, the reserves are adjusted as necessary.
Such adjustments are reflected in the statement of income in the period in which they are determined. The Company
discounts its reserves for excess and assumed workers’ compensation claims using a risk-free or statutory rate.
(See Note 8 of Notes to Consolidated Financial Statements.)

(I) Rez’nsumnce ceded, The unearned portion of premiums ceded to reinsurers is reported as
prepaid reinsurance premiums. The estimated amounts of reinsurance recoverable on unpaid losses are reported
as due from reinsurers. To the extent any reinsurer does not meet its obligations under reinsurance agreements,
the Company must discharge its liability. Amounts due from reinsurers are reflected net of funds held where the
right of offset is present. The Company has provided reserves for estimated uncollectible reinsurance.

(]) Federal and foreign 1mcomie taxes. The Company files a consolidated income tax
return in the U.S. and foreign tax returns in each of the countries in which it has its overseas operations. The
Company’s method of accounting for income taxes is the asset and liability method. Under the asset and liability
method, deferred tax assets and liabilities are measured using tax rates currently in effect or expected to apply in
the years in which those temporary differences are expected to reverse.

(K) StOCk OptiOﬂS. Effective January 1, 2003, the Company adopted the fair value recognition
provisions of FAS 123 “Accounting for Stock-Based Compensation”. The fair value provisions of FAS 123 were
applied prospectively to all employee awards granted, modified, or settled on or after January 1, 2003. The following
table illustrates the effect on net income and earnings per share as if the fair value based method had been applied
to all outstanding and unvested awards in each period (dollars in thousands, except per share data).

.................................................................................................................................. 2004 BQR3 e ARQ 2

$ 438,105 $ 337,220 $ 175,045

Add: Stock-based employee compensation expense

included in reported net income, net of tax 8o 48 —

Deduct: Toral stock-based employee compensation expense

under fair value based method for all awards, net of tax (2,902) (4,803) (4,534)

Pro.forma netincome....

Earnings per share:

e eareees ettt et s e es s s $..435,283.......... $.. 332046500 $.. 170,511,

Basic-as reported $ 5.22 $ 4.06 $ 2.29

Basic-pro forma 5.18 4.00 2.23

Diluted-as reported 4.97 3.87 2.21
e DIIMTEA-PIOLOIIMA ..ot eniss st ssress s sssesans 4:94 oo C 18- 7 S 2.15..
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The fair value of the options granted is estimated on the date of grant using the Black-Scholes option pricing
model with the following weighted average assumptions for 2004, 2003 and 2002 respectively:

ettt e e 1t ettt et e ettt 2O EXoloL SR 2002..
Average risk free interest rate 4.6% 3.9% 4.9%
Expected years until exercise 6 6 5.6
Expected stock volatility 23% 23% 24%
DUVILERANIEN st e et (SX O R, Lo crnccrrierccn 1.Q7%.

In December 2004, the FASB issued FAS 123R, “Share-Based Payment”, which replaces FAS 123 and is
effective on July 1, 2005. FAS 123R requires that the cost resulting from all share-based payment transactions with
employees, including those awarded prior to January 1, 2003, be recognized in the financial statements using a
fair-value-based measurement method. The Company estimates that the after-tax stock-based employee compen-
sation expense, for options outstanding at December 31, 2004, including the expense resulting from the adoption of
FAS 123R on July 1, 2005, will be approximately $1,000,000 in 2005, as compared with $80,000 and $48,000 in
2004 and 2003, respectively.

(L) Foreign CUTTENCY. Gains and losses resulting from foreign currency transactions (transactions
denominated in a currency other than the entity’s functiona! currency) are included in the statement of income.
Unrealized gains or losses resulting from translating the results of non-U.S. dollar denominated operations are
reported as accumulated other comprehensive income. Revenues and expenses denominated in currencies other
than U.S. dollars are transiated at the weighted average exchange rate during the year. Assets and liabilities are
translated at the rate of exchange in effect at the balance sheet date.

(M)  Real estate, furniture and equipment. Real estate, fumiture and equipment are
carried at cost less accumulated depreciation. Depreciation is calculated using the estimated useful lives of the
respective assets. Depreciation expense was $22,722,000, $20,160,000 and $18,426,000 for 2004, 2003 and
2002, respectively.

(N) Comprebensive mcome. Comprehensive income encompasses all changes in stockholders’
equity (except those arising from transactions with stockholders) and includes net income, net unrealized holding
gains or losses on available-for-sale securities and unrealized foreign currency translation adjustments.

(O)  Goodwill and other intangible assets. Goodwil and other intangibles assets are
tested for impairment on an annual basis. The Company's impairment test as of December 31, 2004 indicated that
there were no impairment losses related to goodwill and other intangible assets.

(P)  Change in Accounting. in January 2003, the FASB issued Interpretation No. 46,
“Consolidation of Variable Interest Entities” (“FIN 467), which was replaced in December 2003 by FiN 46R. FIN 46R
addresses consolidation issues surrounding speciail purpose entities and certain other entities, collectively termed
variable interest entities (“VIE”). A VIE is an entity in which equity investors do not have the characteristics of a
controlling financial interest or do not have sufficient eguity at risk for the entity to finance its activities without addi-
tional subordinated financial support from other parties. FIN 46R requires VIEs to be consolidated by their primary
beneficiaries. As a result of adopting the consolidated provisions of FIN 46R, the Company de-consolidated the
W. R. Berkley Capital Trust, effective January 1, 2004. The effect this change in accounting is described in note 11
of these notes to consolidated financial statements.
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(2) Investments in Fixed Maturity Securities

At December 31, 2004 and 2003, investments in fixed maturity securities were as follows:

Gross Gross
Amortized unrealized unrealized Fair Carrying

Type.of investment.(Dollars.in.thousands)....covrirrrcerrcrin, T AN 2151 S 108988 rrrrvvversren, YANE ) value.
December 31, 2004
Held to maturity:

State and municipal $ 83,108 $ 9,581 $ (70} § 92,619 83,108

Corporate 20,147 721 — 20,868 20,147

Mortgage-backed securities 87,826 7,501 (83) 95,244 87,826
<. Toral held B Mmatueiny... .o T9T,08 s 175803 cccrvemmrrneecrrnecras (153 208,73 i 19I,081.
Available for sale:

United States Government and government agency 933,608 20,311 (4,173) 949,746 949,746

State and municipal 3,256,662 72,112 (4,580) 3,324,194 3,324,194

Corporate 657,512 15,000 (1,990) 670,522 670,522

Mortgage-backed securities 1,044,585 12,823 (5,193) 1,052,215 1,052,2I%

Foreign I61,145 22,796 (2,278) 181,663 181,663
.. Jotal available forsale oo 050535 512 1435042 i {I82T 40 6,178,340, . 0,17.8,340.
Joral.investment.in fixed maruricy. securities............... $.6,244,.593. 8. 160,845.......8.......(18,367)....5..6,387,071......8....8,369,421..
December 31, 2003
Held to maturity:

State and municipal $ 81,966 $ 9,133 $ (8c) $ 91,019 $ 81,966

Corporate 6,371 700 — 7,071 6,371

Mortgage-backed securities II5,554 9,048 — 124,602 115,554
o JRrAl held b0 MALMIIEY..ccoooocvvve e seenens 203,89  corrennennas B 2R S [£:To) IS, 2225002 o 203,891.
Available for sale:

United States Government and government agency §72,142 33,635 605,126 605,126

State and municipal 1,810,133 66,844 1,875,577 1,875,577

Corporate 558,247 27,844 585,191 585,191

Mortgage-backed securities 779,365 22,484 800,972 800,972

Foreign 203,269 20,949 222,545 222,545
o Toral available for sale. s 39923585 B recrrrvecre s BZ B 75 Errrirnns Dervernser 310894 T T rRB DAL,

Toral.investment.in. fixed marusiry. SECUrtes. oo 8 40 527,047 0 81905637 B {50581 8. 4,312,103 8...452930302.

The amortized cost and fair value of fixed maturity securities at December 31, 2004, by contractual matu-
rity, are shown below. Actual maturities may differ from contractual maturities because certain issuers may have
the right to call or prepay obligations:

2004
(DOUATS I TNOUMSAMAS) ...coo e ereeses s sese et sase s s b AmOrtized SO o Faiv.valve.
Due in one year or less $ 688,777 $ 689,989
Due after one year through five years 986,246 1,008,427
Due after five years through ten yvears 1,174,596 1,214,862
Due after ten years 2,262,563 2,326,334
Mortgage-backed securities 1,132,411 1,147,459
TOEAL ettt Aot b e et et R ks e R AR bbbttt e e e st st et senet e 8652445593 i 3..6,387,071.

At December 31, 2004 and 2003, there were no investments, other than investments in United States gov-
ernment and government agency securities, which exceeded 10% of stockholders' equity. At December 31, 2004,
investments with a carrying value of $374 million were on deposit with state insurance departments as required by
state laws; investments with a carrying value of $34 million were held in trust for policyholders; and investments
with a carrying value of $30 million were deposited or in trust in support of underwriting activities. The Company
had irrevocable undrawn letters of credit supporting assumed reinsurance of $12 million at December 31, 2004.
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(3) Investments in Equity Securities Available for Sale

At December 31, 2004 and 2003, investments in equity securities were as follows:

Gross Gross
unrealized unrealized Fair Carrying

Type. of investment.(Dollars.in. thousandsh. ... 01 SRR BAUNS..coereeeeeirri [RSSES covecvmnrver e YA i YRGS,
December 31, 2004

Common stocks $ 169,800 $ 38,060 $ (566) $ 207,294 $ 207,204

Preferred stocks 195,804 10,360 (193) 205,969 205,969
ceeTORAL et essnseses s 900 3850008 e B 485420 S (76T, 80 403,265 5,413,263,
December 31, 2003

Common stocks $ 145,893 $ 25,980 $ (698) $ 171,175 $ 171,175

Preferred stocks 134,768 II,I14I (455) 145,454 145,454
..... TQEAL v csnnneneceseeesssnnsnennens B 2R Qs BB T B 370 T2 T B (L1530 $..30.6,629.c0 . 8,306,629,
(4) Trading Account
At December 31, 2004 and 2003, the arbitrage trading account was as follows:
Type.of investment (RoMArs in EROUSANSL ..ot s ! /o S Fair.yalug.........Carrying. value.,
December 31, 2004

Direct equity securities $ 169,607 $ 175,441 $ 175,441

Arbitrage-related partnerships 104,899 104,899 104,899

Total equity securities trading account 274,506 280,340 280,340

Receivables from brokers 186,479 186,479 186,479

Securities sold but not yet purchased (66,658) (70,667) (70,667)
eere JOTRLEFRGING ACEOUIE o orrevveevriar st seresesessnses st e beRb e ssst s s shees $..394532 7 crrvrrrcrnnen $..396,15% 8. 396,152,
December 31, 2003

Direct equity securities $ 220,791 $ 231,071 $ 231,071

Arbitrage-related partnerships 100,896 100,896 100,896

Total equity securities trading account 321,687 331,967 331,967

Receivables from brokers 102,257 102,257 102,257

Securities sold but not yet purchased (r10,782) (119,100} (119,100)
..... Total 1AdINg. ACEOUNL e covvvcee et smsssssesensessssssnressrsesernssresseressienses Den 38 33 TO Zrrerresrrirern St B LS 5T 2 A 3R 52 B2 A

The primary focus of the trading account is merger and convertible arbitrage. Merger arbitrage is the business

of investing in the securities of publicly held companies which are the targets in announced tender offers and merg-
ers. Convertible arbitrage is the business of investing in convertible securities with the goal of capitalizing on price
differences between these securities and their underlying equities. Arbitrage investing differs from other types of
investing in its focus on transactions and events believed likely to bring about a change in value over a relatively
short time period (usually four months or less). The Company believes that this makes arbitrage investments less
vulnerable to changes in general financial market conditions.

Potential changes in market conditions are mitigated by the use of put options, call options and swap
contracts, all of which are reported at fair value. As of December 31, 2004, the fair value of long option contracts
outstanding was $1,283,000 (notional amount of $18,692,000) and the fair vaiue of short option contracts outstand-
ing was $891,000 (notional amount of $39,579,000). Other than with respect to the use of these trading account
securities, the Company does not make use of derivatives.
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(5) Investments in Affiliates

Investments in affiliates include the following:

Carrying value

Earnings (loss) in affiliates

(Rollars.in thousands)....covecorerccrennnnns X ole T N 2003 vrercrireennaeis rXele 7 RN FXe oY NV Xelek S 2002..
Kiln plc $ 51,137 $ 40,488 $ 31,498 $ 9,009 $ 4,565 $ 687
Real estate partnerships 112,139 57,560 10,808 8,947 6,112 190
Structured finance partnerships 60,844 17,846 - 1,651 (rr2) —
Other 16,745 10,878 3,881 (2,701} (3,540) {187)
SO U1 =1 SR $.240,865 i 8 X267 2 B A T8 5 16,906 S ToORS $r 690,

The Company’s investments in affiliates are reported under the equity method of accounting. The Company's
share of the earnings of affiliates is generally reported on a one-quarter lag in order to facilitate the timely completion

of the Company’s financial statements.

The Company’s acquired a 20.1% interest in Kiln plc in 2002 for approximately $239 million. Kiln plc is based
in the U.K. and conducts international insurance and reinsurance underwriting through Lloyd's syndicates. The
Company also entered into qualifying quota share reinsurance agreements with two Lloyd’s syndicates managed by
Kiln plc. Net premiums written under these quota share agreements were $96 million, $122 million and $121 million

in 2004, 2003 and 2002, respectively.

(6) Investment Income

Investment income consists of the following:

(DOUASININQUSANGS ).t eSS sss e eXolc¥. SO 1o o VNI 2002,
Investment income earned on:
Fixed maturity securities $ 225,564 $ 197,963 $ 182,762
Equity securities available for sale 21,0058 18,906 I2,552
Equity securities trading account ¥ 13,743 8,110 7,144
Investment in affiliates 16,906 7,025 690
Cash and cash equivalents 16,706 11,516 5,899
Other (58) 827 1,853
Gross investment income 293,866 244,347 210,900
Interest on funds held under reinsurance treaties and investment expense (2,571) (34,291) (23,025)
N ANV ESEIENT AMEOMIE .. oo evervee s sses e seestes s cossss s rare e s rmsnenes s $..291,295..........5..212,054...........5.187,875..

@ Investment income earned from net trading account activity includes unrealized trading gains of $1,790,000 in 2004 and $2,174,000 in 2003

and unrealized trading losses of $1,155,000 in 2002.
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(7)  Realized and Unrealized Gains and Losses

Realized and unrealized gains and losses before applicable income taxes, are as foliows:

(DQLIAES II TOUSANAS ). v ettt n et Re st et a st et b et enese e X olo Y. NN 2003 e 20Q2..
Realized investment and foreign currency gains:
Fixed maturity securities 18,457 73,000 27,446
Equity securities available for sale 25,129 10,506 6,603
Foreign currency gains (losses) 7,483 (839) 21,856
Provision for other than temporary impairment
Fixed maturity securities — (430) (16,155)
Equity securities available for sale (2,777) — (2,680)
Other (24) (545) -
48,268 81,692 37,070
Change in unrealized gains and losses:
Fixed maturity securities {41,427) {9,418) 117,668
Equity securities and investment in affiliates 21,041 33,984 (4,139)
(20,386) 24,566 113,529
TOTAL st s ettt n Rt en st eras $...27,882. ... $..106,258............ $..150,599.
@ During 2004, 2003 and 2002, gross gains of $24,269,000, $76,019,000 and, $39,494,000, respectively, and gross losses of $5,812,000,
$3,019,000 and $12,048,000, respectively, were realized.
) Foreign currency gains in 2002 include net gains of $21.7 million as a result of foreign currency transactions and the related settlement of
life insurance contracts related to our operations in Argentina.
(e}

The 2002 provision for other than temporary impairment reflected a charge of $10 million for Argentine sovereign bonds (see Note 22 of Notes
to Consolidated Financial Statements) and a charge of $9 million for other investments, including $6 million of securities issued by Dynegy Inc.

The following table summarizes, for all securities in an unrealized loss position at December 31, 2004 and
2003, the aggregate fair value and gross unrealized loss by length of time those securities have been continuously
in an unrealized loss position {dollars in thousands):

e . .. 2004 2003
Number of Gross unrealized Fair value  Gross unrealized
................................................................................................. SEEUTATIES . cvvvcrveenre e FALYAIE oo JO8Sccree JOSS.
Fixed maturities:
© — 6 months 175 $ 1,005,675 $ 4,932 $ 578,934 $ 4,541
7 — T2 months 164 798,721 9,190 21,124 437
Over 12 months 100 189,239 4,245 14,137 603
TRl e 439, $..1,993,635. . $ 38,367 8. 6145195 s RIS . £

Equities securities available for sale:

0 — 6 months 4 $ 1,448 $ 82 $ 3,215 $ 88
7 — 12 months 2 26,319 667 9,345 40T
Over 12 months 4 1,746 12 13,971 664
0Tl e IO $ 2955 3 S S rA<h S $ 26353 e e 1T 53
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(8) Reserves for Losses and Loss Expenses

The table below provides a reconciliation of the beginning and ending reserve balances:

SDONALS. I IROUSANES) . cvcoor e rereee s ceesces s scsssees s rese e sesees s sesa s abest s st csssse e b oleF: NN X ofe . TR 20Q2..
Net reserves at beginning of year $ 3,505,295 $ 2,323,241 § 2,033,293
Net provision for losses and loss expenses *';
Claims occurring during the current year (®) 2,236,860 1,780,905 1,288,071
Increase in estimates for claims occurring in prior years 294,931 244,636 156,184
Decrease in discount for prior years 24,220 24,115 12,999
2,556,011 2,049,656 1,457,254
Net payments for claims fe,
Current year 409,776 268,170 373,541
Prior years 928,688 599,432 793,765
1,338,464 867,602 1,167,306
Net reserves at end of year 4,722,842 3,505,295 2,323,24T
Ceded reserves at end of year 726,769 686,796 844,684
GrasS.LESETVES AL ENA OF YEAL oooriooverivvsare s eemsnesre s sss s seesss e sstaessemss e s san st $..5:449,61T........5...4,192,091.......8...3,167,925..

@ Net provision for loss and loss expenses excludes $3,299,000, $521,000 and $6,717,000 in 2004, 2003 and 2002, respectively, relating
to the policyholder benefits incurred on life insurance that are included in the statement of income.
™ Claims occurring during the current year are net of discount of $107,282,000, $96,365,000 and $38,939,000 in 2004, 2003 and 2002,

respectively.

© The increase in estimates for claims occurring in prior years is net of discount of $26,658,000, $28,214,000 and $23,626,000 in 2004,
2003 and 2002, respectively. The increase in estimates for claims occurring in prior years before discount is $321,589,000, $272,850,000

and $179,810,000 in 2004, 2003 and 2002, respectively.

Net payments in 2003 are net of $331,000,000 of cash received upon the commutation of the aggregate reinsurance agreement (see Note 9

of Notes to Consolidated Financial Statements).

Environmental and asbestos — To date, known environmental and asbestos claims have not had a material
impact on the Company’s operations. These claims have not materially impacted the Company because its sub-
sidiaries generally did not insure large industrial companies that are subject to significant environmental and
asbestos exposures.

The Company’s net reserves for losses and loss adjustment expenses relating to asbestos and environmental
claims were $38,258,000 and $31,866,000 at December 31, 2004 and 2003, respectively. The Company's gross
reserves for losses and loss adjustment expenses relating to asbestos and environmental claims were $54,371,000
and $49,283,000 at December 31, 2004 and 2003, respectively. Net incurred losses and loss expenses for reported
asbestos and environmental claims were approximately $9,194,000, $4,749,000 and $6,652,000 in 2004, 2003
and 2002, respectively. Net paid losses and loss expenses for asbestos and environmental cliams were approxi-
mately $2,802,000, $1,391,000 and $2,938,000 in 2004, 2003 and 2002, respectively. The estimation of these
liabilities is subject to significantly greater than normal variation and uncertainty because it is difficult to make an
actuarial estimate of these liabilities due to the absence of a generally accepted actuarial methodology for these
exposures and the potential effect of significant unresolved legal matters, including coverage issues as well as the
cost of litigating the legal issues. Additionally, the determination of ultimate damages and the final allocation of
such damages to financially responsible parties are highly uncertain.

Discounting — The Company discounts its liabilities for excess and assumed workers’ compensation busi-
ness because of the long period of time over which losses are paid. Discounting is intended to appropriately match
losses and loss expenses to income earned on investment securities supporting the liabilities. The expected losses
and loss expense payout pattern subject to discounting was derived from the Company’s loss payout experience
and is supplemented with data compiled from insurance companies writing similar business. The liabilities for losses
and loss expenses have been discounted using risk-free discount rates determined by reference to the U.S. Treasury
yield curve for non-proportional business, and at the statutory rate for proportional business. The discount rates
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range from 3.5% 10 6.5% with 2 weighted average discount rate of 4.8%. The aggregate net discount, after reflect-
ing the effects of ceded reinsurance, is $502,874,000, $393,152,000 and $292,697,000 at December 31, 2004,
2003 and 2002, respectively. For statutory reporting purposes, the Company uses a discount rate of 3.5% as per-
mitted by the Department of Insurance of the State of Delaware. The increase in the aggregate discount from 2003
to 2004 and from 2002 to 2003 resulted from the increase in workers’ compensation reserves,

(9) Reinsurance Ceded

The Company reinsures a portion of its exposures principally to reduce net lability on individual risks and to protect
against catastrophic losses. Estimated amounts due from reinsurers are reported net of reserves for uncollectible
reinsurance of $2,457,000, $1,920,000 and $1,357,000 as of December 31, 2004, 2003 and 2002, respectively. The
following amounts arising under reinsurance ceded contracts have been deducted in arriving at the amounts reflected
in the statement of income:

LDQNIALS. IR TROUSANGS) ..ot bt ss bt s PXoleY. SRS FXolo 3 SN 20Q2.
Ceded premiums earned $ 461,005 $ 556,624 $ 455,261
e JOSSES INGURIE ..ot seess e ens e s s sse e essessesesssees e seessesssaensssrnes e $..3075367 0 $e B4 75533l $...335.326..

From January 1, 2001 through December 31, 2003, the Company had a muiti-year aggregate reinsurance
agreement that provided two types of reinsurance coverage. The first type of coverage provided protection for
individual losses on an excess of loss or gquota share basis, as specified for each class of business covered by the
agreement. The second type of coverage provided aggregate accident year protection for our reinsurance segment
for loss and loss adjustment expenses incurred above a certain level. Loss recoveries were subject to annual limits
and an aggregate limit over the contract period. Over the three-year term of this agreement, the Company ceded
premiums of $314 million and credited interest on funds held of $37 million to the reinsurer and recovered losses
of $310 million and commissions of $35 million from the reinsurer. Ceded earned premiums were net of return
premiums accrued under certain profit sharing provisions contained in the agreement. As of December 31, 2003,
the Company commuted the aggregate reinsurance agreement. Upon commutation, the reinsurer released funds
held in an amount equal to the commuted loss reserves and unearned premium reserves and, accordingly there
was no gain or loss as a result of the commutation.

Certain of the Company's ceded reinsurance agreements are structured on a funds held basis whereby the
Company retains some or all of the ceded premiums in a separate account that is used to fund ceded losses as
they become due from the reinsurance company. Interest is credited to reinsurers for funds held on their behalf at
rates ranging from 7.0% to 8.9% of the account balances, as defined under the agreements. Interest credited to
reinsurers, which is reported as a reduction of net investment income, was $2 million in 2004, $32 million in 2003
and $21 million in 2002.

(10) Senior Notes and Other Debt

Debt consists of the following (the difference between the face value and the carrying value is unamortized discount):

(Dollars in thousands) 2004 2003
PESCIIRION. oot reccarsensenenns RALE.. e, LY F:Tab] 1 N Face.Value.......... Carrying. Yalue..........Carrying. Value.
Senior Notes 6.375% April 15, 2005 40,000 39,987 39,954
Senior Notes 6.25% January 15, 2006 100,000 99,840 99,699
Senior Notes 9.875% May 15, 2008 88,800 87,563 87,272
Senior Notes 5.125% September 30, 2010 150,000 148,167 147,845
Senior Notes 5.875% February 15, 2013 200,000 197,306 196,973
Senior Notes 6.15% August 19, 2019 150,000 147,918 —
Senjor Debentures 8.70% January 1, 2022 76,503 75,736 75,718
Subsidiary Debt 7.65% June 30, 2023 11,747 11,747 11,747
e BOLBLERE e e e e et $. 817,050 e 5..808,264...ccccrcn $..659,208.
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In August 2004, the Company issued $150 million aggregate principal amount of 6.15% senior notes due
August 2019. In 2003, the Company issued $200 million aggregate principal amount of 5.875% senior notes due
February 2013, $150 million aggregate principal amount of 5.125% senior notes due September 2010 and $12
million aggregate principal amount of 7.65% notes due June 2023. During 2003, the Company repaid $36 million
of 6.5% senior subordinated notes and $25 million of 6.71% senior notes upon their respective maturities.

(r1) Junior Subordinated Debentures

In 1996, the Company issued $210,000,000 aggregate principal amount of 8.197% Junior Subordinated Debentures
due December 15, 2045 (the “Junior Subordinated Debentures”) to the W. R. Berkley Capital Trust (“the Trust").
The Trust simultaneously issued an equal amount of mandatorily redeemable preferred securities (“Trust Preferred
Securities”), which are fully and unconditionally guaranteed by the Company. The Trust Preferred Securities are
subject to mandatory redemption in a like amount (i) in whole but not in part, on the stated maturity date, upon
repayment of the Junior Subordinated Debentures, (i) in whole but not in part, at any time contemporaneously
with the optional prepayment of the Junior Subordinated Debentures by the Company upon the occurrence and
continuation of a certain event and (i) in whole or in part, on or after December 15, 2006, contemporaneously
with the optional prepayment by the Company of Junior Subordinated Debentures.

Upon adoption FIN 46R (see Note (1) (P) of these Notes to the Consolidated Financial Statements), the
Company deconsolidated the W. R. Berkley Capital Trust (the “Trust”) effective January 1, 2004. As a result of the
de-consolidation, certain Trust Preferred Securities owned by the Company, which were previously eliminated in
consolidation, were reinstated on the Company's balance sheet. The impact of the reinstatement was to increase
fixed maturity securities by $13,787,000 and to increase junior subordinated debentures by $14,906,000, as of
January 1, 2004. The difference between these two amounts, which was $727,000 after income taxes, was reported
on the Company’s 2004 consolidated statement of income as a cumulative effect of change in accounting principle.

(12) Income Taxes

Income tax expense consists of:

LDOUAES I TROUSANAS Lot sessas s ss et aae s bs s s as et SR oY - XoToF FUO 20Q2..
Current expense $ 244,294 $ 173,613 $ 44,694
Deferred expense (benefit) (48,059) (22,987) 39,445
..... TOTALEXPENSE. .covvvver et srecsisiecsmnnssscssnnsssssisssssssessssessssssssmsssssssssesssessssscssssmmsssssssssssssssssscssss 9oar L2 0%3 Srrrereveee sl TS D 828 B 845 139,

A reconciliation of the income tax expense and the amounts computed by applying the Federal and foreign

incoma tax rate of 35% to pre-tax income are as follows:

LROULAES I EROMSAIIS ke er e e ev st s s s ere e s eeeesbees oo sst s st s st s e esen e caseaensenesesensans s senasen PXeloY. SO X eTo¥. SN 20Q2.
Computed “expected” tax expense $ 223,604 $ 171,975 $ 90,802
Tax-exempt investment incorme (30,945) (21,838) (9,051)
Change in valuation allowance 590 (980) (3,275)
Other, net 2,986 1,469 5,663
e TREBLEXDPEIISE. o eoeeevce et sansassos s msce s assssss s bt s $..196,235. e 5,150,626 .......... 5..84,139.
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At December 31, 2004 and 2003, the tax effects of differences that give rise to significant portions of
the deferred tax asset and deferred tax liability are as follows:

ADQNALS I TROUSANLS) ..o cer e cevcemmecemmmensiass s s seseeesset et e r st b5 R Aol S 20Q3.
Deferred Tax Asset
Loss reserve discounting $ 173,891 $ 137,165
Life reserve 8,077 7,538
Unearned premiums 126,515 113,705
Net operating loss carry forward 3,070 2,355
Other 26,623 16,741
Gross deferred tax asset 338,176 277,504
Less valuation allowance (4,813) (4,223)
cDEFEITEL BN ASSET. et ermeni et st sesssesnnes e ssssssssesnsnssesssss1es 33 333 8 srsensonnes 273,281
Deferred Tax Liability
Amortization of intangibles 7,612 7,323
Deferred policy acquisition costs 148,451 137,153
Deferred taxes on unrealized investment gains 65,952 2,609
Other 20,538 20,383
Deferred tax liability 242,553 237,468
e L EEIEEAL TAN ASSEE. ot ecevvver e neeesmes e sceses e ssssts e bese RS RS R $....00810.........8....35,8L3.

Federal income tax expense applicable to realized investment gains was $16,835,000, $28,090,000
and $13,817,000 in 2004, 2003 and 2002, respectively. The Company had a current income tax receivable at
December 31, 2004 of $8,896,000 and a payable of $8,654,000 at December 31, 2003. At December 31, 2004,
the Company had foreign net operating loss carryforwards of $3,593,000, which expire from 2006 and 2009.
The net change in the valuation allowance is primarily related to foreign net operating loss carryforwards and to
certain foreign subsidiaries net deferred tax assets. The statute of limitations for the Company’s tax returns through
December 31, 2000 has closed.

The realization of the deferred tax asset is dependent upon the Company's ability to generate sufficient
taxable income in future pericds. Based on historical results and the prospects for future current operations,
management anticipates that it is more likely than not that future taxable income will be sufficient for the realization
of this asset.

(13) Dividends from Subsidiaries and Statutory Financial Information

The Company's insurance subsidiaries are restricted by law as to the amount of dividends they may pay without

the approval of regulatory authorities. During 2005, the maximum amount of dividends which can be paid without
such approval is approximately $270 million. Combined net income and policyholders' surplus of the Company’s
consolidated insurance subsidiaries, as determined in accordance with statutory accounting practices, are as follows:

ADQUARS I TROUSANAS) ....cvvsvete et eb s st st ar st b s sttt Yol S frXolo % SN 2002
Net income $ 394,300 $ 293,455 $ 192,845
POREYROIIETS SUEDLUS oot ettt et e sttt st reters st s e rae e $.2,424,364.........5 $.1,886,013.......... $.7,2755392..

The significant variances between statutory accounting practices and GAAP are that for statutory purposes
bonds are carried at amortized cost, acquisition costs are charged to income as incurred, deferred Federal income
taxes are subject {o limitations, excess and assumed workers’ compensation reserves are discounted at different
discount rates and certain assets designated as “non-admitted assets” are charged against surplus.
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The NAIC has risk-based capital (“RBC”) requirements that require insurance companies to calculate and
report information under a risk-based formula which measures statutory capital and surplius needs based on a regu-
latory definition of risk in a company’s mix of products and its balance sheet. All of the Company’s insurance sub-
sidiaries have an RBC amount above the authorized control level RBC, as defined by the NAIC. The Company has
certain guarantees that provide that RBC levels of certain subsidiaries will remain above their authaorized control levels.

(14) Stockholders’ Equity

COWZWZO?’Z equity. The weighted average number of shares used in the computation of basic earnings per
sha-e was 83,361,000, 83,124,000 and 76,328,000, for 2004, 2003 and 2002, respectively. The weighted aver-
age number of shares used in the computations of diluted earnings per share was 88,181,000, 87,063,000 and
79,385,000, for 2004, 2003 and 2002, respectively. Treasury shares have been excluded from average outstanding
shares from the date of acquisition. The difference in calculating basic and diluted earnings per share is attributable
entirely to the dilutive effect of stock-based compensation plans.

Changes in shares of common stock outstanding, net of treasury shares, are as follows:

(AMOUNES I THOUSANAS) ..o ccrrercreeecrmmerressmneeserecsrree s cessess et s ssssssssss s onsessresssseneas s snecon EXoro ¥ N cXelol SR 2002..
Balance, beginning of year 83,538 82,835 74,792
Shares issued 743 705 8,048
Shares repurchased (8) (2) (s)
Balanees E0ELOETEAN ..ot s e e 845273 830338 825835,

On May 11, 1999, the Company declared a dividend distribution of one Right for each cutstanding share
of common stock. Each Right entitles the holder to purchase 2 unit consisting of one one-thousandth of a share of
Ser.es A Junior Participating Preferred Stock at a purchase price of $120 per unit (subject to adjustment) upon
the occurrence of certain events relating to potential changes in control of the Company. The Rights expire on
May 11, 2009, unless earlier redeemed by the Company as provided in the Rights Agreement.

(r5) Investment in Peyton Street

The consolidated financial statements include the accounts of Peyton Street Independent Financial Services
(“Payton Street”), a unitary thrift holding company that owns the common stock of InsurBanc. InsurBanc provides
banking services principally to independent insurance agencies and their employees. Following is a summary of
assets and liabilities related to Peyton Street that were included on the Company's consolidated balance sheets as
of December 31, 2004 and 2003:

(ATROUDIS I TDOUSARLS)...c.ooocovvce et srcces et ssec e es e RS S e R fXoTo Y S 2093..
Cash and cash equivalents $ 11,358 $ 6,218
Fixed maturity securities & equity securities 21,900 24,674
Real estate, furniture and equipment 245 308
Other assets: Loans receivable 42,427 24,960
Other 464 350
e BAL. e R R B $..765394 ccccurrcren $..36,5.19.
Other liabilities: Deposits $ 42,228 $ 30,876
Advances from Federal Home Loan Bank 17,165 15,900
Other 326 2,411
e BRBRLARIEEIES ..ot b B R 8RR §. 59579 i $..49,187.
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The Company’s share of Peyton Street's net loss was $491,000 in 2004, $1,422,000 in 2003 and
$1,782,000 in 2002. In the ordinary course of business, Peyton Street is a party to financial instruments with
off-balance-sheet risk. At December 31, 2004, these financial instruments include contractual commitments
of $3,900,000 to extend credit under future loan agreements and unused lines of credit. The advances from
FHLB is secured by investments with an aggregate market value $21 million.

(16) Fair Value of Financial Instruments

The following table presents the carrying amounts and estimated fair values of the Company's financial
instruments as of December 31, 2004 and 2003:

: ... 2004 2003
(Dollars.in ThousaANGS) ..o rcnrrnrieesssensiesssssessesnnses SeAEEYING AMQHAT o vvrvveireeres Fairyvalve............ CAITYING AMOUI...eoveenerrrerienns Fair.value..
Investments ‘" $ 8,341,944 $ 8,359,594 $ 6,480,713 $ 6,507,837
Junior subordinated debentures 208,286 222,266 193,336 208,553
Senior.notes.and Qther deht . e enssianeeeesans 808,264.ccccccccvemmrinenn 85935052 ccrr e 8595208 ] 738,287.

™ Including cash and cash equivalents, trading account receivable from brokers and clearing organizations, trading account securities sold but not
yet purchased and unsettled purchases.

The estimated fair value of investments is generally based on guoted market prices as of the respective
reporting dates. The fair value of the senior notes and other debt and the junior subordinated debentures are based
on rates available for borrowings similar to the Company’s ocutstanding debt as of the respective reporting dates.

(17) Lease Obligations

The Company and its subsidiaries use office space and equipment under leases expiring af various dates. These
leases are considered operating leases for financial reporting purposes. Some of these ieases have options to
extend the length of the leases and contain clauses for cost of living, operating expense and real estate tax adjust-
ments. Rental expense was approximately: $16,783,000, $18,773,000, and $17,586,000 for 2004, 2003, and 2002,
respectively. Future minimum lease payments (without provision for sublease income) are: $15,889,000 in 2005;
$13,747,000 in 2006; $11,206,000 in 2007; $9,136,000 in 2008; $6,427,000 in 2009 and $15,014,000 thereafter.

(18) Commitments, Litigation and Contingent Liabilities

The Company’s subsidiaries are subject to disputes, including litigation and arbitration, arising in the ordinary course
of their insurance and reinsurance businesses. The Company’s estimates of the costs of settling such matters are
reflected in its aggregate reserves for losses and loss expenses, and the Company does not believe that the ultimate
outcome of such matters will have a material adverse effect on its financial condition or results of operations.

The New York State Attorney General and other regulators have commenced investigations, legal actions
and general inquiries concerning producer compensation and alleged anti-competitive activities in the insurance
industry. Certain allegations include improper sales practices by insurance producers as well as other non-compet-
itive behaviors. The Company and certain of its operating units, like many others in the insurance industry, have
received information requests from various state insurance regulators and other state authorities. These requests,
for the most part, relate to inquiries into inappropriate solicitation activities, producer compensation practices and
the underwriting of legal malpractice insurance. The Company is responding to each of these inquiries and is coop-
erating with the applicable regulatory authorities. In this regard, the Company commenced an internal review with
the assistance of outside counsel. The internal review, which is substantially complete, focused on the Company’s
relationships with its distribution channels. As a result of the investigation, a single insurance operating unit reported
certain limited instances of conduct that could be characterized as involving inapprogpriate solicitation practices.
To address these limited instances, the Company has implemented certain additional internal procedures and is
taking other corrective action.
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(19) Stock Incentive Plan

The Company has a stock incentive plan (the “Stock Incentive Plan”) under which 16,031,250 shares of Common
Stock were reserved for issuance. Pursuant to the Stock Incentive Plan, stock options may be granted at prices
determined by the Board of Directors but not less than fair market value on the date of grant. Stock options vest
accerding to a graded schedule of 25%, 50% 75% and 100% on the third, fourth, fifth and sixth year anniversary
of grant date. Stock options expire on the tenth year anniversary of the grant date.

The following table summarizes stock option information:

2004 2003 2002,
.......................................................................................... SHAxes.....ocvvvrerr RUCE e SDAIES e R SHATES o, PriGE
Outstanding at beginning of year 8,471,821 $ 17.52 9,206,468 $ 17.15 8,187,929 § 15.21
Granted 1,500 39.6% 73,000 30.96 1,897,013 24.41
Exercised 741,580 15.0I 694,989 14.33 581,550 13.41
Canceled 157,725 19.92 112,658 15.66 296,924 17.17
Ourstanding at end of year 7,574,016 $ 17.73 8,471,821 $ 17.52 9,206,468 $ 17.15
Options exercisable at year end 4,045,853 $ 15.74 3,727,375 $ 15.55 3,609,791 $ 15.61
Stock available.for. futuee.grant. % ..o EY5 5 Y35 57,5 S E -5 S VY K3 Yot T & 3 S

@ Weighted average exercise price.

®! Includes restricted stock units outstanding.

Range of

Exergise Prices.............

December 31, 2004
$610 $10
10 to 20

20t0 35§

..... Total e

The following table summarizes information about stock options outstanding at December 31, 2004:

. L ) e . __._ ©Options Qutstanding ____ o ) . Oprions Exercisable

Number  Weighted Remaining Weighted Average Number Weighted Average
................... Qurstanding............. Contrastial Life ..o oo BESE e EETGHSARS . EXGESTSE . Price.
1,224,201 5.2 $ 819 479,455 $ 8.06
2,522,056 2.4 14.72 2,413,992 14.73
3,827,759 6.1 22.76 1,152,406 21.06
ceeneressnernranns] o8, 1y 2 o3 4 SO 0%y ST SO0 Ko 2ty 2 SO 4455853 i $.15.74.

Pursuant to the Stock Incentive Plan, the Company may also issue Restricted Stock Units (RSU’s) to officers
of the Company and its subsidiaries. The RSU’s vest five years from the award date and are subject to other vesting
and forfeiture provisions contained in the award agreement. The market value of the awards at the date of grant
are recorded as unearned compensation, a component of stockholders’ equity, and charged to expense over the
vesting period.

During 2003, the Company granted 456,000 RSU'’s with a market value of $12,987,000 at the date of grant.
During 2004, the Company granted 654,500 RSU's with a market value of $26,851,000 at the date of grant and
canceled 2,500 RSU's with a market value of $113,000 at the date of grant. RSU compensation expense was
$5,152,000 in 2004 and $1,927,000 in 2003,

(20) Compensation Plans

The Company and its subsidiaries have profit sharing plans in which substantially all employees participate.
The plans provide for minimum annual contributions of 5% of eligible compensation; contributions above the
minimum are discretionary and vary with each participating subsidiary’s profitability. Employees become eligible
fo participate in the profit sharing plans on the first day of the month following the first full three months in
which they are employed. The plans provide that 40% of the contributions vest immediately and that the remain-
ing 60% vest at varying percentages based upon years of service. Profit sharing expense amounted to
$20,663,000, $17,135,000 and $12,821,000 for 2004, 2003 and 2002, respectively.
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The Company has a Long-Term Incentive Compensation Plan (“LTIP”) that provides for incentive compen-
sation to key executives based on the Company's earnings and growth in book value per share. Key employees are
awarded participation units (“Units”) that vest five years from the award date. In 2001, the Company granted 178,875
Units with an aggregate maximum value of $19,875,000. The maximum value of these Units was achieved in 2003
and distributed in 2004. Compensation expense for these Units was $11,475,000 in 2003 and $8,400,000 in 2002.
in 2004, the Company granted 100,000 Units with a maximum value of $25,000,000. Compensation expense
related to these Units was $5,325,000 in 2004.

(21) Retirement Benefits

Effective August 19, 2004, the Company entered into an agreement to provide retirement benefits to the Company’s
chief executive officer and chairman of the board. Retirement benefits, which are unfunded, are reported in accor-
dance with FASB Statement No. 87, “Employers’ Accounting for Pensions”. As of December 31, 2004, the accrued
benefit liability of $14,564,000 was recorded as a liability with a corresponding intangible asset of $13,716,000
that will be amortized as a prior service cost over the estimated remaining service pericd. The retirement benefit
expense was $848,000 in 2004. The key actuarial assumptions used to derive the projected benefit obligation and
related expense are a discount rate of 5.75%, a rate of compensation increase of 5.0% per year and a retirement
age of 72.

(22) International Operations

From its inception in 1995 and through the fourth quarter of 2002, the international segment’s results were reported
on a ane-quarter lag to facilitate the timely completion of the consolidated financial statements. Improvements in
reporting procedures now allow this segment to be reported without a one-quarter lag. Beginning in the first quarter
of 2003, the international segment’s results were reported in the consolidated statement of income without a one-
quarter lag. In order to eliminate the one-quarter lag, net income of the international segment for the fourth quarter
of 2002 was reported as a direct credit to consclidated retained earnings during the first quarter of 2003.

During 2001 and 2002, Argentina experienced substantial economic disruption, including default on its
sovereign bonds, severe currency devaluation, high unemployment and inflation, increasing fiscal deficits and
declining central bank reserves. As a result of these events, The Company ceased writing life insurance business
in Argentina in 2002 and has since liquidated substantially all of its life insurance policies. The Company also wrote
down the carrying value of its Argentine sovereign bonds by $18 million in 2001 and $10 million in 2002. In addi-
tion, the Company’s Argentine subsidiary reported net gains of $21.7 miltion in 2002 as a result of foreign currency
transactions and the related settlement of life insurance contracts. The foreign currency transaction gain represents
the net increase in the local currency value of assets and liabilities denominated in US dollars following the devalu-
ation of the Argentine peso. The gain on surrender of life insurance contracts represents the gain from the negotiated
settlement of certain US dollar life insurance contracts for less than their focal currency value foliowing the devaluation
of the Argentine peso.

(23) Supplemental Financial Statement Data

Other operating costs and expenses consist of the following:

(T OUALS I AQUSAIIES . ettt et eeane st b st s s st as st ereee ot ammsesesenn e ssneeeans pXoTo ¥ SN Xolo% SN 2007..
Amortization of deferred policy acquisition costs $ 909,412 $ 787,167 $ 589,993
Other underwriting expenses 205,338 118,182 94,590
Service company expenses 84,404 82,821 69,715
Other costs and expenses 48,835 47,724 42,907
TOTAL e ccvreverarmmtreess s cccneecseserasess s s e st $.1,247,989....c..... $.3,035,894.......8....797,205..
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(24) Industry Segments

The Company’s operations are presently conducted in five segments of the insurance business: specialty lines
of insurance, regional property casualty insurance, alternative markets, reinsurance and international.

Our specialty segment underwrites complex and sophisticated third-party liability risks, principally within the
excess and surplus lines. The primary lines of business are premises operations, professional liability, automobile,
products liability and property lines. The specialty business is conducted through nine operating units. The com-
panies within the segment are divided along the different customer bases and product lines that they serve. The
specialty units deliver their products through a variety of distribution channels depending on the customer base and
particular risks insured. The customers in this segment are highly diverse.

Our regional segments provides commercial insurance products to customers primarily in 27 states. Key
clients of this segment are small-to-mid-sized businesses and governmental entities. The regional subsidiaries are
organized geographically, which provides them with the flexibility to adapt to local market conditions, while enjoying
the superior administrative capabilities and financial strength of the Company. The regional operations are conducted
through four geographic regions based on markets served: Midwest, New England, Southern (excluding Florida)
and Mid Atlantic.

Cur alternative markets operations specialize in developing, insuring, reinsuring and administering self-
insurance programs and other alternative risk transfer mechanisms. Qur clients include employers, employer groups,
insurers, and alternative market funds seeking less costly, mare efficient ways to manage exposure to risks, In
addition to providing primary and excess workers' compensation insurance, the alternative markets segment also
provides a wide variety of fee-based third-party administrative services.

Our reinsurance operations specialize in underwriting property casualty reinsurance on both a treaty and a
facultative basis. The principal reinsurance units are facultative reinsurance, which writes individual certificates and
program facultative business, treaty reinsurance, which functions as a traditional reinsurer in specialty and standard
reinsurance lines, and Lloyd's reinsurance, which writes quota share reinsurance with certain Lloyd’s syndicates.

Our international segment includes our operations in Argentina and the Philippines. In Argentina, we currently
offer commercial and personal property casualty insurance. In the Philippines, we provide savings and life products
to customers, including endowment policies to pre-fund education costs and retirement income. Qur operations in
the U.K. are reported in our specialty segment.

The accounting policies of the segments are the same as those described in the summary of significant
accounting policies. Income tax expense and benefits are calculated based upon the Company's overall effective
tax rate.
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Summary financial information about the Company’s operating segments is presented in the following table.
income (loss) before income taxes by segment consists of revenues less expenses related to the respective seg-
ment’s operations, including allocated investment income. Identifiable assets by segment are those assets used
in or allocated to the operation of each segment.

Revenues
Earned Investment Pre-tax Income Net Income
(Rellars.in thousands)....cococvroenn. Premiums. s INCOME....ooivrvrrriennnn! QhEr ! Total. ! (28S)eevrerrcnns (Ioss)
December 371, 2004:
Specialry $ 1,466,840 $ 103,053 — $ 1,569,893 $ 290,442 $ 198,577
Regional 1,068,552 44,249 — 1,112,801 184,152 123,902
Alternative Markets 583,693 57,190 109,344 750,227 128,660 89,062
Reinsurance 870,827 76,167 — 946,994 87,373 64,028
International 71,180 10,125 207 81,512 7,437 2,270
Corporate,
other and eliminations ‘" — SII 2,029 2,540 (107,819) {70,313)
Cumulative effect of change
1n accounting principle — — — — — (727)
Realized investment and foreign
Currency gains — - 48,268 48,268 48,268 31,306
Consalidated..iiiicn $..45,061,092. .0 8,290,295 5. 159,848,008, 4550252350500 6385513005, 43 8,105
December 31, 2003:
Specialty $ 1,117,781 $ 70,232 — $ 1,188,013 $ 201,885 $ 136,723
Regional 880,597 43,368 — 923,965 153,292 105,468
Alternative Markets 410,926 38,450 101,715 551,091 85,397 59,066
Reinsurance 760,558 52,622 - 813,180 59,984 43,610
International 64,748 6,173 10 20,931 3,347 3,716
Corporate,
other and eliminations ' — (789) 2,025 1,236 (96,293) (64,699)
Realized investment and foreign
currency gains - - 81,692 81,692 81,692 53,334
Consolidased...on 3523498100 8 25050560 8 18554420000 8..3,030, 108 54895304 8. 337,220,
December 31, 2002:
Specialty $ 772,696 $ 53,862 - $ 826,558 $ 136,112 $ 90,498
Regional 705,385 44,365 -~ 749,750 104,085 69,429
Alternative Markets 235,558 37,641 86,031 359,230 62,703 42,376
Reinsurance 398,287 43,912 — 442,199 14,98% 1¥,626
International 89,284 5,325 — 94,609 (1,757) (2,6371)
Discontinued Business 51,317 4,457 — 55,774 (10,682) (6,943)
Corporate,
other and eliminations ‘'’ - (1,687) 2,581 894 (83,079) (50,643)
Realized investment and foreign
currency gains - — 37,070 37,070 37,070 21,333
Consalidated i 8020252052 7 L L8287 5 8 125,082,080 20506,084 e 825954330 D 175,04 5.
Identifiable assets by segment are as follows (dollars in thousands):
IEEEIIBEL 3 K e ervces i eetecmrecesecsnnensseneeestase e sssesse e aees st e R R R e FXelo SN 2003
Specialty $ 3,930,054 $ 3,127,810
Regional 2,360,149 2,008,789
Alternative Markets 1,864,544 1,504,535
Reinsurance 3,922,023 3,493,171
International 196,355 152,571
Corporate, other and eliminations ‘" (822,092) (952,191)
CQNSOLAATEM. oo oeeceo e eeeceeert e s sas s RSt 8 3 IL451,033 e, $.9,334.085.

1 Corporate and other eliminations represents corporate revenues and expenses, realized investment and foreign currency gains and losses and other
items that are not allocated to business segments.

04 ANNUAL REPORT / 69




Net premiums earned by major line of business are as follows (dollars in thousands):

et e e e e b b e e su b4 s r s e et Lo AR L h e s eman e s En e bR AN SL e e e A8 SRR S e R e eR AL H R e b e s e s e e e e e SR ae e e r b e s mesanrt e b st 2004 i QPR3 2QQ2.
Specialty Premises operations $ 584,753 $ 435,227 $ 291,588
Professional liability 278,990 180,295 111,529
Automobile 222,444 177,006 137,110
Products liability 172,830 127,556 95,622
Property 120,830 116,227 86,399
Other 86,993 81,470 50,448
TOTALSPECIAIIY .ottt st s e sk $..1,466,840......8. 5,117,781.......5....772,696.
Regional Commercial multiple peril 430,762 352,555 251,015
Automobile 310,872 271,614 209,243
Workers’ compensation 213,538 179,336 146,867
Other 113,380 77,092 98,260
TOTALISZIONAL ... sttt st sse bt S e bbss e $..7,068,552........ 5....880,597.......8.....795,385..
Alternative Markets Primary workers’ compensation 283,546 187,935 111,450
Excess workers’ compensation 256,095 185,816 111,486
Other 44,052 37,175 12,622
ToTal. AJEEINALIVE IMATKEIS oo st bt sect e s $....583,693.......... $d10:926........ 8. 235,558,
Reinsurance Property 205,139 170,454 85,790
Casualty 665,688 590,104 312,497
TORALEGIMSMEANGE ..o sseeseses s eeessaessssessses st s e $..... 870,827,000 $..... 760,558........5.....398,287.
International $ 71,180 $ 64,748 $ 89,284
Discontinued — - SI,317
e TBERL ettt st R SRR $.. 4H081,092........8..3:234,610........3. 2,252,527

(25) Quarterly Financial Information (unaudited)

The following is a summary of quarterly financial data (in thousands except per share data):

Three months ended March 31, June 30, September 30, December 31,
.................................................. Q04 it ZOQ3 e Z00G 2 OR B 2RO W 2003 ARG W BQPQBL
Revenues $ 1,078,705 $ 791,413 $ 1,110,754 $ 926,957 $ 1,139,536 $916,382 § 1,183,240 $ 995,356
Net income 115,428 71,703 109,484 95,840 97,072 76,469 116,121 93,208
Net income per
share @;

Basic 1.38 .87 .31 I.15 I.I5 .92 1.38 I.12

SRR L% 3 SO 83 LoZSemiennnes b 9% £ SOOI R 05§ T - AR L 05 S 1.07.

@ Earnings per share (EPS) in each quarter is computed using the weighted-average number of shares outstanding during that quarter while EPS for
the full year is computed using the weighted-average number of shares outstanding during the year. Thus, the sum of the four quarters EPS does
not necessarily equal the full-year EPS.
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Operating Units
Specialty

Admiral Insurance Company

1255 Caldwell Road

Cherry Hill, NJ 08034

(856) 429-9200 Fax: (856) 429-8611

James S. Carey, CPCU, President & Chief Executive Officer
William F. Murray, CPCU, President — Excess Division
Scott R. Barraclough, Senior Vice President & Treasurer
Daniel A. MacDonald, Senior Vice President & Secretary
Curtis E. Fletcher, CPCU, Regional Vice President
William E. Haines, CPCU, Regional Vice President
Raymond H. McDowell, Regional Vice President

Martin M. Michell, Regional Vice President

Anthony A. Peraine, Vice President -~ Chief Actuary
John Regan, Vice President — Information Technology
Walter G. Strauss, Vice President — Underwriting

Patricia A. Vreeland, Vice President — Human Resources

Austin, Texas
Tel. (5612) 795-0766

Seattle, Washington
Tel. (206) 467-6511

Duluth, Georgia
Tel. (770) 476-1561

Stamford, Connecticut
Tel. (203) 323-8286

Berkley Medical Excess Underwriters, LLC
380 S. Woods Mill Road, Suite 125

St. Louis, MO 63017

{314) 523-3650 Fax: (314) 523-3685

J. Michael Foley, President

Todd Brown, Vice President — Underwriting

Kimberly H. Willis, Vice President — Marketing

W. Matthew Fessler, Vice President — Claims

Dianne Perry, Vice President — Risk Management

Collin J. Suttie, Vice President — Actuarial Services

Roger J. Becker, Controller & Treasurer

Robbin A. Willis, Vice President — Human
Resources/Administration & Secretary

Berkley Specialty Underwriting Managers LLC
5775 Peachtree Dunwoody Road, Suite D490
Atlanta, GA 30342

(404) 443-2040 Fax: (404) 443-2050

Steven S. Zeitman, President & Chief Executive Officer

Rick Bak, CPCU, Senior Vice President

Elena D. Mohler, CPCU, Senior Vice President

Patricia K. London, Vice President & Chief Financial Officer

Roy B. Pomerantz, Vice President — Speciaity Casualty,
Glastonbury, CT

Joseph F. Rugnetta, Vice President — Specialty Casualty,
St. Paul, MN

Michael A. Turner, CPCU, Vice President — Specialty Casualty,
Atlanta, GA

Cindy L. Broschart, President — Entertainment & Sports,
Irving, TX

Michael A. Harris, Vice President — Entertainment & Sports,
Irving, TX

Specialty Casualty:
Atlanta, Georgia
Tel. (404) 443-2055

Glastonbury, Connecticut
Tel. (404) 443-2070

St. Paul, Minnesota
Tel. (404) 443-2075

Chicago, illinois
Tel. (404) 443-2080

Entertainment & Sports:
Irving, Texas
Tel. (972) 819-8980

Glendale, California
Tel. (972) 819-8985

Carolina Casualty Insurance Company

4600 Touchton Road East, Building 100, Suite 400
Jacksonville, FL 32246

(904) 363-0900 Fax: (904) 363-8098

Armin W. Blumberg, President
Donald J. Bromberek, Vice President — Underwriting
Robert F. Flannery, Vice President - Actuary
J. Madison Macon, Vice President — Marketing
William P. Sands, Vice President — Claims
Carroll D. Starmer, Vice President — Management
Information Systems
Catherine P. Steckner, Vice President — Human Resources
Betty C. Sutherland, Vice President & Secretary
Gary R. Wothe, Vice President,
Chief Financial Officer & Treasurer

Clermont Specialty Managers, Ltd.
3 University Plaza

Hackensack, NJ 07601

(201) 342-4211 Fax: (201) 342-6381

Alfred Schonberger, President

David A. Gianfrancesco, Senior Vice President — Claims

Donald J. Togneri, CPCU, Senior Vice President — Underwriting

George C. Culliney, Jr., CPCU, Vice President & Secretary -
Compliance & Industry Relations

Claire Herstein, Vice President — Operations & Administration

Monitor Liability Managers, lnc.
2850 West Golf Road, Suite 800
Rolling Meadows, {L. 60008-4033
(847) B06-6530 Fax: (847) 806-6282

Douglas J. Powers, CPCU, President &
Chief Executive Officer
Sandra C. Nelson, Senior Vice President — Underwriting
David R. Aller, CPCU, Vice President - Producer Development
Joseph B. Haltman, Vice President - Directors’ &
Officers’ Liability
James E. Hill, Vice President — Claims
Peter A. Lindquist, CPCU, Vice President, Chief Financial
Officer, Treasurer & Secretary
Thomas J. Mathias, Vice President — Management Liability
Randal P. Mrozowicz, Vice President — Lawyers’
Professional Employment & Practices Liability
Paul Sowadski, Vice President & Chief Information
Officer — Information Technology
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Operating Units

Nautilus Insurance Company

Great Divide Insurance Gompany
7233 East Butherus Drive

Scottsdale, AZ 85260

(480) 951-0905 Fax: (480) 851-9730

Thomas M. Kuzma, President & Chief Executive Officer

John M. DiBiasi, Executive Vice President —
Underwriting/Agency Relations

John M. Runberg, Senior Vice President, Chief Financial
Officer & Treasurer

Ellen M. Hageman, Vice President - Facility &
Data Procurement

Tony Howard, Vice President — Human Resources

Michael J. Kilgas, Vice President - Claims

Wendy L. Markham, Vice President ~ Underwriting

Cynthia A. Roa, Vice President — Business Operations
Audit & Analysis

Jeanne M. Rondeau, CPCU, Vice President — Underwriting

Janet L. Shemanske, Vice President — Regulatory & Secretary

Vickie L. Sprague, Vice President - Underwriting

Vela Insurance Services, Inc.

200 West Madison, Suite 2700
Chicago, IL 60606

(312) 553-4413 Fax: (312) 553-4416

Richard P. Shemitis, CPCU, President

0. Erik Hallberg, Executive Vice President — Chief
Underwriting Officer, Solvang, CA

William L. Braden, Vice President — Underwriting,

Chicago, 1L

Ritamari Martin, Vice President — Underwriting,
Solvang, CA

Patricia Maruszak, Vice President — Underwriting,
Chicago, IL

Michael P. Sullivan, Vice President — Branch Manager,
Solvang, CA

Solvang, California
Tel. (805) 693-0839

W. R. Berkley Insurance (Eurcpe), Limited

40 Lime Street, 6th Floor

London EC3 M7AW, England

011 44 207 230 9000 Fax: 011 44 207 280 9090

Stuart Wright, Chief Executive Officer &
Chief Underwriting Officer
Paul Hosking, Chief Financial Officer
Michael Earp, Technical and Compliance Officer
Peter Glanfield, Professional Lines Underwriting Manager
Colin Eaton, Regional Underwriting Manager
James Bright, Liability Underwriting Manager
Simon Mepham, Directors & Officers Liability Underwriter
Claire Bolton, Claims Manager
Carlo Giandomenici, Finance & Corporate
Reporting Manager
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Regional

Acadia Insurance Company
One Acadia Commons, P.O. Box 9010
Westbrook, ME 04098-5010
(207) 772-4300 Fax: (207) 772-6104

Bill Thornton, CPCU, President
Charles A. Hamblen, CPCU, Senior Vice President,
Chief Financial Officer & Treasurer
Bobbi Amero, CPCU, Regional Vice President, NH
Susan Grady, Regional Vice President, ME
Paul S. McAuliffe, Regional Vice President, MA
Andrew M. Burbank, Vice President — Information Systems
Christopher B. Dowd, CPCU, Vice President - Loss Control
Jane E. Gordon, Vice President — Underwriting
Judith E. Plummer, CPCU, Vice President - Industry &
Government Relations
Stephen J. Rich, CPCU, Vice President — Claims
Thomas P. Stark, Vice President — Marketing
Kathryn P. Whitmore, Vice President — Human
Resources & Secretary

South Burlington, Vermont
Tel. (802) 658-0722

Bedford, New Hampshire
Tel. (603) 627-8466

Syracuse, New York
Tel. (315) 457-3757

Farmington, Connecticut
Tel. (860) 409-9301

Marlborough, Massachusetts  Westbrook, Maine
Tel. (508) 786-6600 Tel. (207) 772-4300

Berkley Mid-Atlantic Group

4820 Lake Brock Drive, Suite 300
Glen Allen, VA 23060

(804) 285-2700 Fax: (804) 285-5717

Kevin W. Nattrass, President & Chief Executive Officer

William E. Yount, CPCU, Vice President -
Insurance Operations

William Kirk Bonner, Vice President — Information
Technology

Jeffrey E. Bouton, Vice President - Underwriting

David C. Keller, Vice President — Marketing

Stephen M. Loderick, CPCU, Vice President, Chief Financial
Officer & Treasurer

W. Ralph Sitterson, Vice President - Claims

Glen Allen, Virginia
Charlotte, North Carolina

Tel. (800) 283-1153

Erie, Pennsylvania
Harrisburg, Pennsylvania

Caontinental Western Group

11201 Douglas Avenue

Des Moines, 1A 50322

(515) 278-3000 Fax: (515) 278-3458

Bradley S. Kuster, CPCU, President & Chief Executive Officer
Thomas E. Boots, Senior Vice President —

Agency & Information Services
Rabert F. Buehler, Senior Vice President & Treasurer




Operating Units

Philip J. See, Senior Vice President — Claims

Walter E. Stradley, Senior Vice President - Underwriting

Michael L. Anania, Regional Vice President — Union Region

Curtis W. Bloemendaal, CPCU, Regional Vice President —
Tri-State Region

Steven J. Freeborn, CPCU, Regional Vice President ~
Central Region

Kevin H. Ebers, Vice President — Information Systems

Tony J. Kellner, Vice President - Actuary

Lynsey L. Oster, Vice President — Administration

John F. Thelen, Vice President — General Counsel &
Secretary

Boise, Idaho
Tel. (208) 898-5200

Luverne, Minnesota
Tel. (507) 283-9561

Lincoln, Nebraska
Tel. (402) 423-7899

Des Moines, lowa
Tel. (515) 278-3000

Union Standard Insurance Group

122 West Carpenter Freeway, Suite 350
Irving, TX 75039-2008

(972) 719-2400 Fax: (972) 718-2401

Craig W. Sparks, President

Jerry W. Crites, Senior Vice President ~ Claims

James W. Foos, CPCU, Senior Vice President — Underwriting

Edmund P. Hemmerick, CPCU, Senior Vice President -
Operations

John E. Gray, Vice President, Chief Financial Officer &
Treasurer

Jacquelynne Hurst, Vice President — Marketing &
Underwriting Services

Mary Jane Neese, Regional Vice President

Greg R. Perkins, Vice President — Information Services

E. Leslie Prock, Vice President - Human Resources

Atbuguergue, New Mexico
Tel. (505) 830-0038

Meridian, Mississippi
Tel. (601) 482-6816

Birmingham, Alabama
Tel. (205) 988-5950

Nashville, Tennessee
Tel. (615) 373-1621

Dalias, Texas
Tel. (972) 719-2400

Oklahoma City, Oklahoma
Tel. (405) 483-1555

Lexington, Kentucky
Tel. (859) 296-6464

Phoenix, Arizona
Tel. (480) 367-5399

Little Rock, Arkansas
Tel. (501) 954-7888

San Antonio, Texas
Tel. (210) 9799136

Menitor Surety Managers, Inc.

383 Main Street, Suite 202

Chatham, NJ 07928

(973) 635-2400 Fax: {(973) 635-1362

Roger J. Bassi, President
Steven F. Coward, Senior Vice President
John F. Beers, Vice President

Alpharetta, Georgia
Tel. (678) 624-1818

Meridian, Mississippi
Tel. (601) 482-6816

Brentwood, Tennessee
Tel. (6158) 373-1621

New York, New York
Tel. (212) 867-2650

Des Moines, lowa
Tel. (515) 251-6634

Rolling Meadows, llinois
Tel. (847) 806-6590

Irving, Texas
Tel. (872) 719-2346

Severna Park, Maryland
Tel. (410) 647-6990

Lincoln, Nebraska
Tel. (402) 423-7688

Tampa, Florida
Tel. (813) 870-2077

Marlborough, Massachusetts
Tel. (508) 263-2584

Westbrook, Maine
Tel. (207) 772-4300

Regional business written in:

Acadia Insurance Company; Berkley Regional Insurance
Company; Continental Western Insurance Company;
Firemen’s Insurance Company of Washington, D.C;
Union Insurance Company; Union Standard Lloyds.
Monitor Surety Managers, Inc. also writes business in
Carolina Casuatlty Insurance Company.

Alternative Markets

Berkley Risk Administraters Company, LLC
222 South Ninth Street, Suite 1300
Minneapolis, MN 55402-3332

(612) 766-3000 Fax: (612) 766-3099

Mark C. Tansey, Chairman & Chief Executive Officer
Kenneth R. Hopkins, President & Chief Operating Officer
Kim J. Brenckman, Senior Vice President — Sales/Marketing
Thomas R. Drake, Chief Information Officer
Michael T. Elsenpeter, Vice President - Client
Financial Services
Patricia J. Fish, Senior Vice President - Human
Resources/Administration
Leland P. Johnson, Senior Vice President ~ Claims
Bruce A. Medvec, Senior Vice President — Western Region
Douglass E. Pfeifer, Senior Vice President -
Reinsurance/Underwriting
William P. Scott, Senior Vice President -
Chief Financial Officer

Alpharetta, Georgia
Tel. (770) 663-8635 Allied Adjusters
Minneapolis, Minnesota

Council Bluffs, lowa Tel. (612) 766-3700

Tel. (800) 832-0137

Arizona All Claims
Scottsdale, Arizona
Tel. (602) 957-5877

Indianapolis, Indiana
Tel. {317) 585-2799

Nashville, Tennessee

Tel. (615) 493-7777 Berkley Administrators of

Connecticut, Inc.
Farmington, Connecticut
Tel. (860) 409-9300

Overland Park, Kansas
Tel. (913) 385-4960

continued on next page
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Operating Units

Pierre, South Cakota
Tel. (605) 945-2144

Berkley Risk & Insurance
Services
Novato, California

St. Paul, Minnesota Tel, (415) 898-9600

Tel. (651) 281-1200

Berkley Risk Managers
Mays Landing, New Jersey
Tel. (609) 625-5544

Scottsdale, Arizona
Tel. (602) 992-8844

Tukwila, Washington

Tel. (206) 575-2303 Berkley Risk Services

of Colorado
Denver, Colorado
Tel. (303) 357-2600

Virginia Beach, Virginia
Tel. (757) 490-7838

Wauwatosa, Wisconsin
Tel. (414) 771-2038

Independent Plan
Administrators, LLC
Las Vegas, Nevada

Wichita, Kansas Tel. (702) 257-2190

Tel. (316) 821-0200

Southwest Risk Services
Scottsdale, Arizona

Tel. (602) 996-8810

All Claims of Nevada, Inc.
Las Vegas, Nevada
Tel. (702) 257-2193

Preferred Employers Insurance Company
1455 Frazee Road, Suite 1000

San Diego, CA 92108

(619) 688-3900 Fax: (888) 472-9490

Linda R. Smith, President & Chief Executive Officer

Miklos F. Kallo, Senior Vice President, Treasurer & Chief
Financial Officer

Marc J. Beaulieu, Vice President — Marketing

Jan A. Beaver, Vice President & Secretary

John C. Bennett, Vice President

Rosemary Favier, Vice President — Claims

Barbara L. Gallagher, Vice President — Underwriting

Randy Sysol, Vice President — Information Technology

ey Risk Insurance Company

7900 McCloud Road, Suite 300, P.O. Box 49129
Greensboro, NC 27419

(336) 668-9050 Fax: (336) 605-7544

Joe W. Sykes, CPCU, President & Chief Executive Officer

Joe C. Brooks, Senior Vice President — Human
Resources/Administration

Rebecca H. Karr, CPCU, Senior Vice President & Chief
Financia! Cfficer/Information Systems

Anne H. Myers, CPCU, Senior Vice President — Alternative
Risk Services

John A. Godfray, CPCU, Vice President — Underwriting

Robert W. Standen, Vice President - Claims

Alpharetta, Georgia
Tel. (770) 751-8901

Charlotte, North Carolina
Tel. (704) 325-9550

Raleigh, North Carolina
Tel. (919) 876-8611

Richmond, Virginia
Tel. (804) 288-2660

Columbia, South Carolina
Tel. (803) 252-1777
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Key Risk Management Services, Inc.
Greensboro, North Carolina
(336) 668-9050

Midwest Employers Casualty Company
14755 North Outer Forty Drive, Suite 300
Chesterfield, MO 63017

(636) 449-7000 Fax: (636) 449-7199

Melodee J. Saunders, President & Chief Qperating Officer
Steven J. Link, Executive Vice President — Marketing
Peter W. Shaw, Chief Financial Officer & Treasurer

Donna L. Knawling, Senior Vice President & Secretary
Robert H. Burgoyne, Vice President — Underwriting
Matthew J. Jerabek, Vice President — Special Projects
Leo J. Winstead, Vice President — Claims

Reinsurance

Berkley Insurance Company

475 Steamboat Road

Greenwich, CT 06830

(203) 542-3800 Fax: (203) 542-3839

William R. Berkley, Chairman & President

Larry A. Hansen, Executive Vice President &
Chief Financial Officer

Carol J. LaPunzina, Senior Vice President ~ General Counsel &
Secretary

Richard D. Thomas, Vice President & Corporate Actuary

Facuitative ReSources, Inc.

475 Steamboat Road

Greenwich, CT 06830

(203) 542-3500 Fax: (203) 542-3579

James W. McCleary, President & Chief Executive Officer

James H. Crutchley, Chief Casualty Underwriting
Officer & Senior Vice President — Branch
Manager, Greenwich, CT

Thomas V. Lehmkuhl, Vice President — Underwriting,
Greenwich, CT

Michae! E. Horn, Vice President — Underwriting,
Greenwich, CT

Michael J. Nicholas, Senior Vice President - Branch
Manager, Atlanta, GA

Ronald S. Hayden, Vice President — Underwriting,
Atlanta, GA

David M. McNichols, Vice President — Resident
Manager, Schaumburg, IL

Walter R. Carlson, Vice President — Underwriting,
Schaumburg, IL

Stephen A. Samoskevich, Senior Vice President — Manager
of Information Technology

Edward N. Ryan, Vice President — Property Manager

Pasquale Tomaino, Vice President — Chief Financial Officer

Norman H. Davis, Vice President — Claims Manager

Carol J. LaPunzina, Vice President — General Counsel &
Secretary




Operating Units

Atlanta, Georgia
Tel. {770) 396-2515

Schaumburg, Hlinois
Tel. (847) 884-1960

Signet Star Re, LLC

475 Steamboat Road

Greenwich, CT 06830

(203) 542-3200 Fax: (203) 542-3290

Tom N. Kellogg, Chairman

Craig N. Johnson, President & Chief Executive Officer
Richard Agatstein, Senior Vice President — Underwriting
Stephen P. Horvath, Senior Vice President — Underwriting
Timothy C. McCoy, Senior Vice President — Underwriting
John J. Myers, Senior Vice President — Underwriting
Gordon J. Olver, Senior Vice President — Underwriting
Kevin J. Shea, Senior Vice President — Director of Claims
Joseph W. Walsh, Senior Vice President — Underwriting
Todd W. Bolden, Vice President — Underwriting

Barbara A. Connell, Vice President — Underwriting
Graham C. Dickinson, Vice President — Underwriting
Olivia W. Giuntini, Vice President — Actuary

Julie K. Halper, Vice President — Chief Actuary

Joan E. Kapfer, Vice President

Paul J. Kelly, Vice President - Underwriting

Krystyna H. Miller, Vice President — Claims

B F Re Underwriters, LLC

One Canterbury Green

Stamford, CT 06901

(203) 975-7739 Fax: (203) 975-7749

Daniel L. Avery, President

Richard A. Corpus, Executive Vice President
Maria W. Anderson, Vice President
Scott Balfour, Vice President
Frederic C. Cooper, Vice President

J. Robert Fender, Vice President
Thomas P. Gaughran, Vice President
Thomas J. Greenfield, Vice President
Gary S. Miller, Vice President

L. Randy Miller, Vice President

Jeff M. Neher, Vice President
Raymond H. Niver, Vice President
Catherine P. Schilling, Vice President
Joseph J. Vyskocil, Vice President

Chicago, lllinois
Tel. (312) 553-4707

Dublin, Ohio
Tel. (614) 766-4316

Irving, Texas
Tel. (972) 580-9950

Philadeiphia, Pennsylvania
Tel. (215) 568-3570

San Fransisco, California
Tel. (415) 543-4466

Duluth, Georgia
Tel. (770) 814-7531

Fidelity & Surety Reinsurance Managers, LLC
1901 N. Roselle Road, Suite 575

Schaumburg, 1L 60195

(847) 882-6644 Fax: (847) 882-8711

Roger J. Bassi, President
James H. Taylor, Vice President - Claims
Diane M. Igielski, Vice President — Underwriting

Berkley Risk Solutions, Inc.

475 Steamboat Road

Greenwich, CT 06830

(203) 769-4050 Fax: (203) 769-4059

Jeffrey E. Vosburgh, President

Gregory A. Cuzzi, Senior Vice President & Chief
Actuarial Officer

Robert W. Mathis, Senior Vice President & Chief
Marketing Officer

Sally B. Gilmore, Senior Vice President & Chief
Administrative Officer

Kenneth M. Roberts, Vice President

Berkley Underwriting Partners, LLC
215 Shuman Boulevard, Suite 200
Naperville, IL 60563

(630) 210-0360 Fax: (630) 210-0376

John S. Diem, President
Joseph L. Mathews, Executive Vice President —
Chief Financial Officer
Joseph M. Pojman, Senior Vice President -
Director of Claims
Spencer L. Coyle, Vice President — Chief Actuary
Richard W. Cullen, Vice President — Business Development
Joycelyn M. Ray, Vice President — Regulatory Compliance

Gemini Insitrance Company

StarNet Insurance Company

475 Steamboat Road

Greenwich, CT 06830

(203) 542-3800 Fax: (203) 542-3839

William R. Berkley, President & Chief Executive Officer

Larry A. Hansen, Executive Vice President &
Chief Financial Officer

John S. Diem, Executive Vice President

Richard P. Shemitis, Executive Vice President -
Gemini Insurance Company

Carol J. LaPunzina, Senior Vice President — General
Counsel & Secretary

Donald M. McGuire, Senior Vice President &
Treasurer
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Operating Units

International

Berkley International, LLC

475 Steamboat Road

Greenwich, CT 06830

{203) 629-3000 Fax: (203) 769-4093

William R. Berkley, Chairman & Chief Executive Officer
W. Robert Berkley, Jr., Vice Chairman
Fernando Correa Urquiza, President

Eugene G. Ballard, Senior Vice President — Chief Financial

Officer & Treasurer

Ira S. Lederman, Senior Vice President — General Counsel &

Secretary
Steven J. Malawer, Vice President — Associate General
Counsel & Assistant Secretary

Berkley International Argentina S.A.
Carlos Pellegrini 1023, 8th Floor
C100SABU - Buenos Aires, Argentina
54-11-4378 8100 Fax: 54-11-4378 8111

Eduardo I. Liobet, President & Chief Executive Officer
Marcelo R. Crespoe, Chief Financial Officer

Berliey International Aseguradora de Riesgos
del Trabajo S.A.

Carlos Pellegrini 1023, 3rd Floor

C1009ABU - Buenas Aires, Argentina
54-11-4378 8000 Fax: 54-11-4378 8185

Alejandro Bruce, Chief Executive Officer
Eduardo I. Llobet, President

Berkley International Seguros S.A.

Mitre 699, S2000COM - Rosario, Argentina
54-341-410 4200 Fax: 54-341-410 4251
Carlos Pellegrini 1023, 2nd Floor
C1009ABU - Buenos Aires, Argentina
54-11-4378 8100 Fax: 54-11-4378 8111

Eduardo . Llobet, President & Chief Executive Officer
Osvaldo P. Borghi, Chief Operating Officer

Berkley International Philippines, Inc.
Berkley International Life Insurance Co., Inc.
Berkley International Plans, Inc.

Family First, Ing.

9th Floor, The Enterprise Centre, Tower 2
6766 Ayala Avenue, corner Paseo de Roxas
Makati City, Philippines

(632) 755-1500 Fax: (632) 755-1501

Alan M. Rafe, President & Chief Executive Officer
Daniel L. Villanueva, Executive Vice President &
Chief Financial Officer
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Robb S. Paulsen, Executive Vice President &
General Manager — Family First, Inc.
Maria Tzarina G. Saldafa, Vice President — Marketing &

People Management & Development

Adnelle M. Valeza, Vice President — Information Technology

Eisa N. Yu, Vice President — Human Resources

Global Direct, LLC

475 Steamboat Road

Greenwich, CT 06830

(203) 629-3000 Fax: (203) 769-4098

Service Operations

Berkley Dean & Company, (nc.

475 Steamboat Road

Greenwich, CT 06830

(203) 629-3000 Fax: (203) 769-4096

James G. Shiel, President

Edward F. Linekin, Senior Vice President
Nicholas R. Lang, Vice President

James T. McGrath, Vice President

Berlkley Capital, LLC

475 Steamboat Road

Greenwich, CT 06830

(203) 629-3000 Fax: (203) 769-4095

Robert D. Stone, Managing Director

Berkley Technology Services LLC
405 Silverside Road, Suite 205
Wilmington, DE 19809

(302) 439-2000 Fax: (302) 439-2016

Harry J. Berkley, Vice President
Kenneth R. McKinion, Vice President
Joni L. Gacke, Vice President — Underwriting Services

Wayne L. Robinson, Vice President — Network Infrastructure

Frank C. Vedder, Vice President — Core Systems
Thomas M. Whelans, Vice President - Operations

Des Moines, lowa
Tel. (515) 278-3000

Luverne, Minnesota
Sioux Falls, South Dakota
Tel. (507) 283-2195




“Safe Harbor” Statement

This report may contain forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995,
Any forward-looking statements contained herein, including statements related to our outlook for the industry and for our per-
farmance far the year 2005 and beyond, are based upan the Company’s historical performance and on current plans, estimates
and expectations. The inclusion of this forward-looking information should not be regarded as a representation by us or any
other person that the future plans, estimates or expectations contempiated by us will be achieved. They are subject to various
risks and uncertainties, including but not limited to, the cyclical nature of the property casualty industry, the long-tail and
potentially volatile nature of the reinsurance business, product demand and pricing, claims development and the process of
estimating reserves, the uncertain nature of damage thearies and loss amounts, natural and man-made catastrophic losses,
including as a result of terrorist activities, the impact of competition, the availability of reinsurance exposure as to coverage for
terrarist acts, our retention under The Terrorism Risk Insurance Act of 2002 (“TRIA”) and the potential expiration of TRIA, the
ability of our reinsurers to pay reinsurance recoverables owed fo us, investment risks, including those relating to fixed income
securities, merger arbitrage investments, and other equity securities, exchange rate and political risks relating to our international
operations, legislative and regulatory developments, including those related to alleged anti-competitive or other improper sales
practices in the insurance industry, changes in the ratings assigned to us by ratings agencies, the availability of dividends from
our insurance company subsidiaries, our ability to successfully acquire and integrate companies and invest in new insurance
ventures, our ability to attract and retain qualified employees, and other risks detailed from time to time in the Company's filings
with the Securities and Exchange Commission. These risks could cause actual results of the industry or our actual results for
the year 2005 and beyond to differ materially from those expressed in any forward-looking statement made by or on behalf of
the Company. Any projections of growth in the Company’s net premiums written and management fees would not necessarily
result in commensurate levels of underwriting and operating profits. Forward-looking statements speak only as of the date on
which they are made, and the Company undertakes no obligation to update publicly or revise any forward-looking statement,

whether as a result of new information, future developments or otherwise.
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Board of Directors and Officers

Directors

William R. Berkiey
Chairman of the Board and Chief Executive Officer

Philip J. Ablove
Retired Executive Vice President and Chief Financial Officer
Pioneer Companies, Inc.

W. Robert Berkiey, Jr.
Senior Vice President — Specialty Operations

Ronald E. Blaylock
Founder, Chairman and Chief Executive Officer
Blaylock & Partners LP (investment banking firm)

Mark E. Brockbank
Retired Chief Executive
XL Brockbank LTD

Officers

William R. Berkley
Chairman of th= Board and Chief Executive Officer

Eugene G. Baflard
Senior Vice President — Chief Financial Officer and Treasurer

W. Robert Berkley, Ir.
Senior Vice President - Specialty Operations

Robert P. Cole
Senior Vice President — Regional Operations

Robert W. Gosselink
Senior Vice President — Insurance Risk Management

Paul J. Hancock
Senior Vice President ~ Chief Corporate Actuary

Rebert C. Hewitt
Senior Vice President - Alternative Markets Operations

lra S. Lederman
Senior Vice President -~ General Counsel and Secretary

James W. McCleary
Senior Vice President — Reinsurance Operations

James G. Shiel
Senior Vice President — Investments

Harry J. Berkley
Vice President — Information Technology

Edward F. Linekin
Vice President - Investments

Kenneth R. McKinion
Vice President — Information Technology Operations

Clement P. Patafic
Vice President — Corporate Controller

Joseph M. Pennachio
Vice President — Human Resources
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George G. Daly
Fingerhut Professor and Dean Emeritus
Stern School of Business, New York University

Rodney A. Hawes, Jr.
Retired Chairman and Chief Executive Officer
Life Re Corporation

Richard G. Mercill
Retired Executive Vice President
Prudential Insurance Company of America

Jack H. Nushaum
Chairman, Willkie Farr & Gallagher LLP
(attorneys at law)

Mark L. Shapiro
Private Investor

Josephine A. Raimondi
Vice President — Senior Counsel and Assistant Secretary

Scott A. Siege!
Vice President — Taxes

Philip S. Welt
Vice President — Senior Counsel

Thomas P. Boyle
Assistant Vice President — Corporate Actuarial

John Celidonio
Assistant Vice President — Actuary

Arthur Gurevitch
Assistant Vice President — Analytics

Raymond J. 0'Brien
Assistant Vice President — Director of Internal Audit

Jane B. Parker
Assistant Vice President - Litigation Counsel

Bruce [. Weiser
Assistant Vice President — Counsel

Jean P. Milot
Assistant Corporate Controller

George K. Richardsen
Assistant Treasurer

Janet L. Shemanske
Assistant Secretary

John E. Warycha
Assistant Corporate Controller - Financial Reporting

Dawn M. Callahan
Director of Investment Accounting

Robert E. Slattery
Director of Corporate Information Systems
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Auditors
KPMG LLP
New York, NY

Outside Counsel
Willkie Farr & Gallagher LLP
New York, NY

Annual Meeting

The Annual Meeting of Stockholders of W. R. Berkley
Corporation will be held at 10:00 a.m. on May 10, 2005 at the
offices of W. R. Berkley Corporation, 475 Steamboat Road,
Greenwich, Connecticut 06830.

Shares Traded

Common Stock of W. R. Berkley Corporation is traded on the
New York Stock Exchange.

Symbol: BER

Transfer Agent and Registrar

Wells Fargo Bank, N.A.

Shareowner Services

161 N. Concord Exchange

South St. Paul, MN 55075

Tel. (800) 468-9716
http://wellsfargo.com/com/shareowner_services

Annual Report on Form 10-K

The Annual Report on Form 10-K filed with the Securities and
Exchange Commission contains additional financial and other
information with respect to W. R. Berkley Corporation. Copies of
the Form 10-K will be furnished to stockholders upon request.
Please direct all inquiries to:

Ira S. Lederman

General Counsel and Secretary
W. R. Berkley Corporation

475 Steamboat Road
Greenwich, Connecticut 06830.

Web Site

For additional information, including press releases, visit our
internet site at:

http://www.wrberkley.com

New York Stock Exchange Corporate
Governance Matters

As a listed company with the New York Stock Exchange
(“NYSE"), the Company is subject to certain Corporate
Governance standards as required by the NYSE and/or the
Securities and Exchange Commission (“SEC"). Among other
requirements, the Company’s Chairman of the Board and
Chief Executive Officer, as required by Section 303A.12(a) of
the NYSE Listed Company Manual, must certify to the NYSE
each year whether or not he is aware of any violations by the
Company of NYSE Corporate Governance listing standards

as of the date of the certification. On June 10, 2004, the
Company's Chairman of the Board and Chief Executive Officer,
William R. Berkley, submitted such a certification to the NYSE
which stated that he was not aware of any violation by the
Company of the NYSE Corporate Governance listing standards.
In addition, on March 14, 2005, the Company filed its 2004
Form 10-K with the SEC, which included as Exhibits 31.1 and
31.2 the certifications required under Section 302 of the
Sarbanes-Oxley Act Section of 2002.




“Always do right. This will gratify some
people, and astonish the rest.”

Mark Twain

W. R. Berkley Corporation
475 Steamboat Road
Greenwich, Connecticut 06830

203 629 3000
www.wrberkley.com
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